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Abstract 
 
 
     While in the past the Companies Act has been documented and there have been 
limited references to the proposed Companies Act, to the author’s knowledge there has 
not been a comprehensive comparison of the existing Companies Act and the first and 
second proposed revisions thereto. 
     The author has examined these proposed revisions and highlighted the differences 
between the current Companies Act’s provisions and the proposed ones. The author 
provides commentary on relevant, current and proposed, Companies Act’s provisions 
which describe the function, effect, scope and what they fall short of by themselves 
and/or within other rules forming the system of corporate governance in Saudi Arabia. 
     In addition, there has been little to no treatment of the issuance of shares or the 
Corporate Governance regulations applicable to publicly-traded companies. In this work, 
the author attempts to fill the void left by previous legal authors and to discuss and 
comment on those topics in an insightful way. With regard to the discussion of the 
various articles of the Corporate Governance Regulations, this discussion marks the start 
of elaborate consideration of publicly held corporations in the context of dual regulation 
under both the Companies Act and the Corporate Governance Regulations. 
     In short, Saudi Arabia’s recent reforms advanced its corporate governance structure. 
Through the adoption of the proposed Companies Act, further development will be 
achieved. 
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I. Introduction  
A. Role of Corporate Governance 
     Corporations, frequently referred to as joint stock companies as they are 
called in Saudi Arabia,
1
 now play a huge role in the Saudi economy. 
Corporations have an advantage over other forms of companies by having 
limited liabilities of shareholders, enabling them raise large amounts of capital 
from outside investors. These investments by outside investors, however, are 
exposed to some risk of misuse by controlling shareholders or management 
(insiders). Thus, appropriate legal and regulatory protections embodied in 
carefully designed rules of corporate governance are essential to the protection 
of outside investors. In addition, there is evidence suggesting that proper 
corporate governance can most likely enable corporations to raise capital at a 
lower cost.
2
 
     The importance of corporate governance was recently commented upon as 
follows:  
 
“During the wave of financial crises in 1998 in Russia, Asia, and 
Brazil, the behavior of the corporate sector affected entire 
economies, and deficiencies in corporate governance endangered 
the stability of the global financial system. Just three years later 
                                                 
1
 A corporation in Saudi Arabia is called Sharikat al-Musahamah. 
2
 Charles Oman & Daniel Blume, Corporate Governance: A Development Challenge,1, 1 
(OECD, 2005), available at http://www.oecd.org 
2 
 
confidence in the corporate sector was sapped by corporate 
governance scandals in the United States and Europe.”
3
  
 
“Corporate governance issues were also raised during the recent 
financial crises.
4
” 
 
     The Corporate Governance Chapter in the Policy Framework for 
Investment issued in 2006 by the Organization for Economic Co-Operation 
and Development (OECD) describes many important benefits of corporate 
governance:
5
 it helps in attracting long term investments,
6
 in raising investors 
confidence,
7
 in reducing the cost of capital,
8
 in increasing the proper 
functioning of financial markets,
9
 and in leading to more stable sources of 
financing.
10
 Moreover, research conducted in different countries in the 
developing world demonstrates the significance of corporate governance in 
achieving growth in those countries.
11
  
     A major cause of the problems addressed by rules of corporate governance 
is the separation of ownership and management, now frequently referred to as 
an agency problem when shareholders/owners do not run the business 
                                                 
3
 STIJN CLAESSENS, CORPORATE GOVERNANCE AND DEVELOPMENT IN GLOBAL CORPORATE 
GOVERNANCE FORUM FOCUS 1, 1(the International Bank for Reconstruction and 
Development/ The World Bank) (2003). 
4
 In general see CORPORATE GOVERNANCE AND THE FINANCIAL CRISIS: KEY FINDINGS AND 
MAIN MESSAGES, Organization for Economic Co-Operation and Development (OECD 2009) 
available at http://www.oecd.org/dataoecd/3/10/43056196.pdf (last visited 11-09-2010). 
5
 ORGANIZATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT, CORPORATE 
GOVERNANCE, POLICY FRAMEWORK FOR INVESTMENT: A REVIEW OF GOOD PRACTICES, 125 
(2006) available at http://www.oecd.org [Hereinafter OECD, CG Policy Framework]. 
6
 Id.at 127. 
7
 Id. 
8
 Id. 
9
 Id. 
10
 Id. 
11
 Oman & Blume, supra note 2, at 1. 
3 
 
themselves, but elect a board of directors as agents to do so. Jensen and 
Meckling, two well known writers on the matter, defined this agency 
relationship as “a contract under which one or more persons (the principal(s)) 
engage another person (the agent) to perform some service on their behalf 
which involves delegating some decision making authority to the agents.”
12
 
     Concerning the agency problem, it is important to note that ownership 
structures of corporations around the world vary considerably with respect to 
whether there is concentrated ownership among a few as contrasted to widely 
dispersed ownership, and that agency problems vary accordingly. This matter 
has been described as follows: 
“ A corporation’s ownership structure affects the nature of the 
agency problems between managers and outside shareholders, and 
among shareholders. When ownership is diffuse, as is typical for 
U.S. and UK corporations, agency problems stem from the 
conflicts of interests between outside shareholders and managers 
who own an insignificant amount of equity in the firm (Jensen and 
Meckling 1976). On the other hand, when ownership is 
concentrated to a degree that one owner (or a few owners acting in 
concert) has effective control of the firm, the nature of the agency 
problem shifts away from manager-shareholder conflicts. 
Controlling owner is often also the manager or can otherwise be 
assumed to be able and willing to closely monitor and discipline 
management. Information asymmetries can also be assumed to be 
less, as a controlling owner can invest the resources necessary to 
acquire necessary information.  
 
Correspondingly, the principal-agent problems will be less 
management versus owner and more minority-versus-controlling 
shareholder. In these countries, the protection of minority rights is 
more often key. Countries in which insider-held firms dominate 
                                                 
12
 Michael C., Jensen and William H. Meckling, Theory of the Firm: Managerial Behavior, 
Agency Costs and Ownership Structure, 3 J. FIN. ECON. 305, 308  (1976). 
4 
 
will have different requirements in terms of corporate governance 
framework than those where widely held firms dominate.”
13
 
B. Corporate Governance in Saudi Arabia 
     Rules of corporate governance in Saudi Arabia are derived primarily from 
two sources. The first is the Companies Act of 1965 and the second consists 
of the Capital Market Law of 2003 and regulations issued by the Board of the 
Capital Market Authority 
14
 established by the Capital Market Law. The 
Board of the Capital Market Authority has used the powers given to it and 
issued Corporate Governance Regulations governing issues concerning 
corporate governance.
15
 The Saudi corporate governance framework has been 
subject to reforms and others are still pending. 
     This section introduces the legal and regulatory framework in Saudi Arabia 
and current efforts to reform corporate governance in Saudi Arabia. This 
section will show how Saudi corporate governance operates and will identify 
the key players in its development and enforcement.  
     The section begins with an overview of the legal system in Saudi Arabia 
followed by an introduction to the current Companies Act, the primary law 
from which corporate governance rules affecting all corporations are derived.  
This discussion will include the law’s history and development. This section 
                                                 
13
 CLAESSENS supra note 3 at 12. 
14
 The list of regulations issued to date is discussed below in  I. B. 3. c. (1). 
15
 Corporate Governance Regulation in the Kingdom of Saudi Arabia Issued by the Board of 
Capital Market Authority Pursuant to Resolution No. 1/212/2006 dated 10/21/1427H 
(corresponding to 11/12/2006) based on the Capital Market Law issued by Royal Decree No. 
M/30 dated 6/2/1424AH Amended by Resolution of the Board of the Capital Market 
Authority Number 1-1-2009 Dated 1/8/1430H Corresponding to 1/5/2009G.  
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will then address an important step in improving corporate governance of 
publicly held corporations and the Saudi capital market, the adoption of the 
Capital Market Law of 2003, which created the Capital Market Authority. 
Finally, this section will discuss current proposals for a new Companies Act. 
1. The Legal System in Saudi Arabia  
     To understand corporate governance in Saudi Arabia, it is important to first 
understand the underlying structure of the country’s legal system. The initial 
and most important part in the legal system comes from Shariah and its 
sources, the supreme law of the country. The second part consists of statutes, 
regulations and customs, not in conflict with Shariah. 
a. Shariah 
      Saudi Arabia is an Islamic country that applies Shariah, that is, Islamic 
Law, in all aspects of life, including its legal system.  
     Shariah is derived primarily from
16
 the Qur’an, the Sunnah, Ijmaa, Qiyas 
and Almasaleh Almorsalah, each of which is discussed immediately below. 
The Qur’an and Sunnah are the primary Shariah sources, and when a divine 
ruling is found in them, it must be applied. Following that are sources which 
find their basis in the Qur’an and Sunnah.  
                                                 
16
 There are different Islamic jurisprudence schools. And there are four major Sunni Islamic 
law schools that are followed by the majority of Muslims around the world which are Maliki, 
Hanafi, Shafii and Hanbali. In general, Judges in Saudi Arabia follow the Hanbali Jurist 
School (Hanbali School). The Saudi Arabian General Investment Authority (SAGIA), 
http://www.sagia.gov.sa/innerpage.asp?ContentID=573&Lang=en  
(last visited 04/30/2007)). 
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(1) The Qur’an   
     The Qur’an is believed by Muslims to be the book of God (Allah) which 
has been revealed to prophet Mohammad [PBUH].
17
 Muslims must follow 
orders and refrain from doing acts as the Qur’an has revealed as the rule of 
God. It includes many verses that relate to worshiping (Ibadat) and to 
Muslims’ dealings (Moiamlat).
18
 
(2) Sunnah 
     Sunnah is the second source for Shariah. The term Sunnah includes all the 
sayings, acts and approvals of Prophet Mohammad [PBUH], which are 
narrated and are found in Sunnah books. There are verses in the Qur’an that 
order Muslims to follow Sunnah and there is consensus among Muslim jurists 
that Sunnah is the second source for Shariah law. Scholars rank reported 
Sunnah, known as Hadith, based on the degree of certainty of attributing a 
particular Sunnah to Prophet Mohammad [PBUH]. The rank of Sunnah affects 
the validity and power of legal rules derived from a single Hadith.
19
  
(3) Ijmaa  
     The term Ijmaa refers to the recorded consensus of Muslim jurists in a 
particular age (period) on the answer to a question of law that arose after the 
                                                 
17
 It means Peace be upon him 
18
 Some of the Quran’s verses include detailed commands of God to some issues such as 
Inheritance. Some other commands are general and the Sunnah covers them in detail. An 
example are prayers which the Qur’an commands Muslims to perform. But there is no 
mention of the full way they are conducted. The Sunnah of the Prophet shows how the prayers 
are to be performed. 
19
 A Hadith is a reported saying, doings and approval of Prophet Mohammad [PBUH] 
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death of Prophet Mohammad [PBUH]. Ijmaa is ranked third after the Qur’an 
and Sunnah as a source for law.   
(4) Qiyas 
     The term Qiyas (analogy) refers to the application of the same ruling in a 
case that has been ruled upon in either the Qur’an or the Sunnah to an 
analogous case because the two cases share the same reasoning. 
(5) Almasaleh Almorsalah 
     This term Almasaleh Almorsalah refers to laws adopted by the ruler of an 
Islamic country when a matter is neither prescribed nor forbidden by the 
Qur’an or Sunnah and when it is in the best interest of the country, and these 
laws must not contradict Shariah. Legislative rules regulating numerous 
matters in Saudi Arabia find their basis in Almasaleh Almorsalah because 
Shariah is sufficiently flexible to allow the adoption of rules governing 
matters necessary for the public welfare. Many provisions applicable to 
corporations under the Companies Act are issued based on Almasaleh 
Almorsalah, as are many other laws and regulations. Traffic regulations serve 
as another clear example of regulations issued based on Almasaleh 
Almorsalah, which regulations were required after the invention of the 
automobile.  
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b. Statutes and Customs  
(1) Statutes20 
     Almasaleh Almorsalah, as noted in the previous section, gives the King in 
Saudi Arabia the power to enact laws that do not conflict with Shariah, after 
following prescribed legislative steps.
21
These statutes in Saudi Arabia are 
issued and amended by Royal Decree
22
.  
                                                 
20
 Shariah is not codified and judges when applying Shariah return to Shariah resources such 
as books of Shariah jurisprudence and to sources of Shariah Laws. On the other hand, 
statutory laws in Saudi Arabia are passed by a Royal Decree and are made in the form of 
Articles, which are codified. 
21
 Majlis Al-Shura “Shura Council” has the right to propose a new draft law or an amendment 
to a law already in force and submit it to the Chairman of the Council. The Chairman shall 
submit the proposal to the King. The Shura Council shall consist of a chairman and one 
hundred and fifty members chosen by the King from amongst scholars, experts and 
specialists. The Shura Council shall express its opinion on the general policies of the State 
referred to it by the President of the Council of Ministers. The Shura Council shall 
specifically have the right to exercise the following: 
 
 (a) Discuss the general plan for economic and social development and provide an 
opinion on it, 
(b) Review laws and regulations, international treaties and conventions and concessions, 
and provide whatever suggestions it deems appropriate, 
(c) Interpret laws, 
(d) Discuss annual reports submitted by ministries and other governmental agencies, and 
provide whatever suggestions it deems appropriate. 
 
     Laws are proposed and enacted in Saudi Arabia in the following manner: 
(1) The regulatory authority shall have the jurisdiction of formulating laws and rules 
conducive to the realization of the well-being or warding off harm to State affairs 
in accordance with the principles of the Islamic Shari‘ah. It shall exercise its 
jurisdiction in accordance with this Law, and Laws of the Council of Ministers and 
the Shura Council. (Article 67 of BASIC LAW OF GOVERNANCE, Royal Order 
No. ( A/91), 27 Sha’ban 1412H- 1 March 1992, Published in Gazette No 3397, 2 
Ramadan 1412H- 5 March 1992). 
(2) Each minister shall have the right to propose a draft law or regulation related to the 
affairs of his ministry. (Article 22,  LAW OF THE COUNCIL OF MINISTERS, 
Royal Order No. A/13 3 Rabi’ I 1414H / 20 August 1993, Published in Umm al-
Qura Gazette, No. 3468 10 Rabi’ I 1414H / 27 August 1993 [hereinafter Law of 
the Council of Ministers]. 
(3) Any group of ten members of The Shura Council have the right to propose a new 
draft law or an amendment to a law already in force and submit it to the Chairman 
of the Council. The Chairman shall submit the proposal to the King. (Article 23 of 
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(2) Customs 
     Customs are applied as long they do not contradict Shariah, statutes or 
regulations. 
     Although there are both customs and rules of usage that are an important 
part of the law of Saudi Arabia none of these are directly relevant to the 
matters of corporate governance discussed in this paper. 
                                                                                                                               
LAW OF THE SHURA COUNCIL, issued by Royal Order No. A/91, 27 Sha’aban 
1421 / 1 March 1992, published in Umm-al-Qura Gazette, No. 3397 2 Ramadan 
1412 / 5 March 1992. [Hereinafter Law of the Shura Council]. 
(4) The Shura Council shall express its opinion on the general policies of the State 
referred to it by the President of the Council of Ministers. The Council shall 
specifically have the right to exercise the following: (Article 15 LAW OF THE 
SHURA COUNCIL) 
(a) Review laws and regulations, international treaties and conventions and 
concessions, and provide whatever suggestions it deems appropriate, 
(b) Interpret laws  
(5) Laws, international treaties and conventions, and concessions shall be issued and 
amended by Royal Decrees after review by The Shura Council. (Article 18 LAW 
OF THE SHURA COUNCIL) 
(6) A meeting of The Shura Council shall not be valid without a quorum of at least 
two-thirds of its members, including the Chairman or whomever he deputizes. 
Resolutions shall not be considered valid without the approval of the majority of 
the Council members. (Article 16 LAW OF THE SHURA COUNCIL)  
(7) Subject to provisions of the Shura Council Law, laws, treaties, international 
agreements and concessions shall be issued and amended by Royal Decrees after 
being reviewed by the Council of Ministers. (Article 20 LAW OF THE COUNCIL 
OF MINISTERS) The Shura Council’s resolutions shall be brought before the 
President of the Council of Ministers who shall refer them to the Council of 
Ministers for consideration.  (Article 17 LAW OF THE SHURA COUNCIL) 
(8) The Council of Ministers shall review draft laws and regulations before it and vote 
on them article by article and then as a whole in accordance with the procedures set 
forth in the Internal Regulations of the Council. (Article 21 LAW OF THE 
COUNCIL OF MINISTERS) 
(9) If the views of both Councils concur, the resolutions shall come into force 
following the King’s approval. If the views are at variance, then the subject matter 
will be returned to the Shura Council to show what it sees on it and then send it to 
the King, who may decide whatever he deems appropriate.  (Article 17 LAW 
OFTHE SHURA COUNCIL) 
22
 Article 20 (Law of The Council of Ministers) 
10 
 
c. Summary 
     In conclusion, the legal system in Saudi Arabia is governed by Shariah, 
which allows the adoption of laws that do not contradict Shariah. Included in 
the many statutes so adopted, is the Companies Act of 1965; corporations are 
included among the covered business entities affected by the Companies Act. 
     Familiarity with the Saudi legal system is essential to understanding 
corporate governance and how disputes related to corporations are resolved. 
Depending on the nature of a dispute, a judge in Saudi Arabia in resolving 
cases concerning corporations will look first to the contract among the parties 
(the Articles of Incorporation) and will enforce that provided that it does not 
contradict Shariah, a statute or a regulation. For matters not covered in the 
corporation Articles of Incorporation or bylaws, a judge would look at the law 
governing the issue, which in the case of corporations will most likely be in 
the Companies Act. If no answer is found in the Articles of Incorporation, 
bylaws or the Companies Act, the judge must apply Customs.
23
 The general 
principles of Shariah come into play after the judge has looked into the 
sources noted above. 
                                                 
23
Article 2 of the Companies Act (Royal Decree No. M6 22 Rabi’ I 1385 (20 July 1965), 
published in Umm al-Qura Gazette, No.2083, 16Rabi’ II 1385H) provides in part: 
The provisions of the [Companies Act], as well as such (contractual) conditions 
laid down by the partners and such customary rules as are not inconsistent with 
[the provisions of the Companies Act], shall apply to the following companies:  
***4) Corporations*** (alteration to the original in the quoted text) 
11 
 
2. The Companies Act of 1965  
     The Companies Act is the primary source of law governing corporations in 
Saudi Arabia. Section 5, Rules 48 through 148 govern matters from 
incorporation to dissolution. These Rules are applicable only to corporations 
as contrasted to other parts of the law that are applicable to all companies 
including corporations or that are applicable to other companies such as 
limited liability companies and partnerships. Any company, other than those 
recognized under Shariah, which does not take one of the specific forms is 
null, and persons forming it will be jointly and severally liable for any 
obligation arising from their contract.
24
 
     Knowledge of the history, applicability, and functions of the Companies 
Act is a critical step in understanding  how this law affects corporate 
governance in Saudi Arabia and how reforming the Companies Act can play 
an important role in improving corporate governance. 
a. History of the Companies Act  
(1) Commercial Court Law of 1931 
     The first statute in Saudi Arabia governing companies, including 
corporations, was the Commercial Court Law adopted by Royal Decree in 
1931. During the following thirty to thirty five years, the few articles 
governing corporations under this law were seen as insufficient to deal with 
complex issues concerning corporations related to incorporation, control, 
                                                 
24
 Article 2 of the existing Companies Act. 
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dissolution and liquidation as will be discussed below. This was a period of 
many developments in all aspects of life in Saudi Arabia including rapid 
growth in the number of corporations.  
(2) The Need in 1965 for New Legislation 
     The Companies Act was adopted by Royal Decree in 1965. This law 
superseded the Commercial Court Law provisions concerning companies. The 
Official Explanatory Memorandum of the Companies Act describes its 
background and goals and can be summarized as follows: 
(a) “Since the enactment of the Commercial Court Law, rapid 
developments in the Kingdom in all aspects of life, especially 
trade and large development projects, led to the combination of 
individuals’ efforts and resources in work and production through 
forming companies which in turn led to the formation of many 
companies having objects covering all aspects of financial, 
commercial and industrial activities which caused individuals 
forming businesses to utilize rules in force in other jurisdictions; 
this made it very difficult for the Ministry supervising and 
controlling tasks to preserve public interest.” 
(b) “The few articles set forth in the Commercial Court Law became 
inadequate to answer all questions related to companies’ 
incorporation, management of its affairs, dissolution and 
liquidation.” 
13 
 
(c) “After excluding any rules or provisions that would be 
inconsistent with Shariah in drafting this law, reliance was on well 
tested customary practices among individuals and borrowing 
suitable provisions from other countries in order to reach a degree 
of consistency with them, which was required because of 
international character of trade in order to lead to prosperity for 
all; with an exception for companies recognized under Islamic 
law, companies must take one of the forms stated in the 
Companies Act.” 
b. Applicability to Various Entities Including Corporations 
     The 234 Articles in the Companies Act are applicable to different forms of 
companies including corporations, limited liability companies and 
partnerships but not applicable to traditional partnerships under Shariah 
formed by contract among partners or to Waqf (similar to a trust) recognized 
by Shariah. Corporations are subject to both the general rules that apply to all 
companies governed by this act and to Rules 48-148 of chapter five of the act, 
which is dedicated to corporations. These rules govern matters from 
incorporation to dissolution of the corporation. 
     The Companies Act does not apply to a company that is founded or co-
founded by the government of Saudi Arabia, its agencies, or other 
14 
 
governmental agencies and which is licensed by a Royal Decree that includes 
the provisions by which that company will be governed.
25
   
3. Capital Market Law of 2003 
a. Introduction 
     The Capital Market Law of 2003 was a critical step in improving corporate 
governance in Saudi Arabia. This law governs the Saudi capital market, in 
which shares of publicly held Saudi corporations are traded. The Capital 
Market Law created the Capital Market Authority, which was given powers to 
issue regulations that regulate the Saudi capital market.  
     Understanding of the Capital Market Authority, an important player in 
corporate governance in Saudi Arabia, and its powers and function is 
important to understanding Saudi corporate governance.  
     The following discussion of the Capital Market Law is divided into two 
parts. First is the discussion of the Saudi capital market, which will include 
how it developed into a formal market and the ownership structure of 
corporations listed on the market. This will be followed by a discussion of the 
enactment of the Capital Market Law, with attention to the Capital Market 
Authority, established by that law. 
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 Article 2 (b) of the existing Companies Act. 
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b. Saudi Capital Market 
(1) Development of Formal Market 
     The Saudi capital market, the mechanism for trading shares by public 
investors in Saudi Arabia, was informal until the early 1980’s. In 1984, a 
ministerial committee composed of the Ministry of Finance and National 
Economy, the Ministry of Commerce, and the Saudi Arabian Monetary 
Agency
26
 was formed to aid in the development and regulation of the 
market.
27
 A year later, the Saudi Share Registration Company, which served 
as a centralized book-entry depository and was owned by Saudi banks,
28
 was 
founded. Then, in 1990, the Electronic Security Information System was 
created. The Electronic Security Information System is an electronic 
integrated system for settlements and clearing.
29
 Most importantly in 2001, a 
new securities trading, clearing and settlements system was launched with 
new technology features that added more to the trading system. Since 2006 
phases of new generations of systems have been added.
30
   
                                                 
26
 Similar to the Federal Reserve in the United States. 
27
 Saudi Stock Exchange (Tadawul) website www.tadawul.com.sa last visited …. 12/07/2009 
28
 Joseph W. Beach, The Saudi Arabian Capital Market Law: A Practical Study of the 
Creation of Law in Developing Markets, 41 STAN. J INT’L L. 307, 313 (2005). 
29
 Tadawul, http://www.tadawul.com.sa/wps/portal/!ut/p/.cmd/cs/.ce/7_0_A/.s/7_0_4AF/_s.7 
_0_A/7_0_4AF/.cmd/ChangeLanguage/.l/en (last visited 4/09/2007). 
30
 These systems employ new features that are comparable to those in the United States and 
Western Europe and on the 19th of March 2007, The Council of Ministers approved the 
formation of The Saudi Stock Exchange (Tadawul) corporation. 
Tadawul, http://www.tadawul.com.sa/wps/portal/!ut/p/.cmd/cs/.ce/7_0_A/.s/7_0_4AF/_s.7_0_A/7_0_4 
AF/.cmd/ChangeLanguage/.l/en (last visited 04/09/2007) and 
http://www.tadawul.com.sa/wps/portal/!ut/p/c1/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gDdwNHH0tLf1c3AzMPD
0dnxzADKND388jPTdUPTizSL8h2VAQAgeJkxw!!/dl2/d1/L0lHSkovd0RNQUZrQUVnQSEhL1lCWncvZW4!/  
(last visited 12/07/2009) 
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     Until the Capital Market Authority was established in 2003, the Saudi 
Arabian Monetary Agency was the government body charged with regulating 
and monitoring market activities. The Capital Market Authority is now the 
sole regulator and supervisor of the Saudi capital market; it is charged with 
the issuance of the required rules and regulations to protect investors and 
ensure fairness and efficiency in the market.
31
 
(2) Ownership Structure of Corporations Listed On the 
Market
32
 
     The ownership of shares of corporations traded in the Saudi market 
generally fall into one of the following three categories:
33
 (a) corporations in 
which the government or one or more of its agencies or entities own a 
controlling number of shares and the remainder are dispersed among other 
shareholders;
34
 (b) corporations in which one or more non-government 
                                                 
31
 Saudi Stock Exchange (Tadawul) website www.tadawul.com.sa  (last visited 12/07/2009). 
32
 Any person owning 5% or more of a corporation’s stock is subject to disclosure 
requirements and this information is updated on a daily basis in the Saudi Stock Exchange 
(Tadawul) http://www.tadawul.com.sa (last visited 21/09/2009) 
33
 Currently, the Capital Market Authority allows all resident foreigners to directly trade in the 
Saudi stock exchange, while providing non-resident foreigners with indirect access to the 
market through investment funds, exchange-traded funds (ETFs) and swap agreements. World 
Trade Organization, Trade Policy Review Report by the kingdom of Saudi Arabia, p17-18, 
WT/TPR/G/256, (14 December 2011), available at http://www.wto.org/english/tratop_e/tpr_e 
/tp356_e.htm (last visited 05/27/2012). [Hereinafter Saudi Report to WTO]  
34 The Public Investment Fund is one of the biggest investors in corporations in the Kingdom, 
and “[t]he motive behind the establishment of Public Investment Fund  was to provide 
financing for certain productive projects that are of a commercial nature and are having a 
significant importance in developing the national economy, which the private sector lacks as 
the ability to undertake alone, either because of insufficient experience or inadequate capital 
or both.” Saudi’s Ministry of Finance website 
http://www.mof.gov.sa/en/docs/ests/sub_invbox.htm (last visited 21/09/2009). “The General 
Organization for Social Insurance (GOSI) is one of the biggest investors in the Saudi Market. 
“GOSI is a semi-state body that has its independent financial and administrative entity 
17 
 
shareholders own a controlling number of shares and the remainder are 
dispersed among other shareholders; and (c) corporations in which shares are 
dispersed among many shareholders, none of whom hold a controlling 
interest. 
     The existence of category (a) can be attributed to the country’s 
participation in building its infrastructure and providing capital to the private 
sector that alone could not carry out the projects or did not want to due to 
different reasons.  
     In the late 1970’s and early 1980’s following the oil boom when prices 
sharply increased and after the country accumulated substantial hard currency, 
the government undertook the improvement of the standard of living through 
expenditures on building hospitals, roads, airports, schools, universities, 
electric plants and providing water through desalination of sea water.  Later 
the government sold a significant number of shares in different corporations to 
public investors  
     The existence of category (b) can be primarily attributed to the practice of 
many previously privately owned businesses engaging in what is known in the 
United States as Initial Public Offering (IPO). As is the case in the United 
States, in some instances a controlling interest is retained by the original 
owners and the other shares are dispersed over many other investors who 
                                                                                                                               
supervised by a board of directors consisting of eleven members. GOSI website 
http://www.gosi.gov.sa/intro.shtml?p=6 (last visited 21/09/2009).  The Public Pension 
Agency is a government agency that invests in corporate stock in the Saudi market owning  a 
large number of stocks. http://www.pension.gov.sa (last visited 21/09/2009). 
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bought shares during the Initial Public Offering (IPO) or from the secondary 
market.  
     The existence of category (c) can be attributed to different circumstances. 
For example, the controlling shareholders sold their shares to other smaller 
shareholders or the corporation itself sold additional shares to the public, 
diluting ownership of all shareholders.  
c. Enactment of the Capital Market Law of 2003 
(1) Introduction 
     The Capital Market Law was enacted in 2003 to help sustain growth in the 
Saudi economy by attracting investors. To achieve this goal, the Capital 
Market Law furnishes investors with protections such as a required disclosure 
process and prohibition of manipulation of the market and insider trading. 
Required rules and regulations issued pursuant to the Capital Market Law are 
to protect investors and ensure fairness and efficiency in the market.
35
  
     Disclosure and transparency play a major rule in reducing the fraud, 
deception, and manipulation that may impede the Saudi market. For example, 
Chapter Seven of the Capital Market Law, which deals with disclosure, 
requires disclosure prior to an initial public offering and thereafter.
36
 So long 
                                                 
35
 Tadawul, http://www.tadawul.com.sa/wps/portal/!ut/p/c1/04_SB8K8xLLM9MSSzPy8xBz9 
CP0os3g_A-ewIE8TIwMLj2AXA0_vQGNzY18g19kcKB JJO8eEGZq4GniE2wUHOBlbOB 
pRJJug2BTA5DusBBnH3djA3dCuoNT8_T9PPJzU_ULckMjyh0VFQELalba/dl2/d1/L2dJQS
EvUUt3QS9ZQnB3LzZfTjBDVlJJNDIwOEhTRDBJS1EzNzNNNDIwODA!/ (last visited 
11-13-2010) 
36
 Beach, supra note 28, at 333. 
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as the corporations are listed, full and complete disclosure of their affairs is 
required. 
     The Capital Market Law created the following: (a) Capital Market 
Authority, (b) Securities market (Tadawul), (c) Securities Deposit Center, (d) 
Securities Settlement Committee, and (e) Appeals Committee. 
(2) The Capital Market Authority  
      When the Capital Market Law was drafted, administrative independence 
and professionalism were the primary goals.
37
 Hence, the Capital Market 
Authority is a separate government organization with financial, legal, and 
administrative independence.
38 
It reports directly to the President of the 
Council of Ministers.
39
 The Capital Market Authority was given the authority 
to develop and regulate the Saudi capital market through the issuance of 
needed regulations and rules and has the authority to accomplish this 
purpose.
40
 To date, it has issued the following: 
(a) The Resolution of Securities Disputes Proceedings Regulations;41  
(b) Anti-Money Laundering and Counter-Terrorist Financing Rules;42  
                                                 
37
 Id.at 320. 
38
 Article 4 (a) of the Capital Market Law (the Capital Market Law, issued by Royal Decree 
No. M/30, dated 2/6/1424H). 
39
 Id. 
40
 Article 5 of the Capital Market Law, also the Capital Market Authority website 
http://www.cma.org.sa/cma_en/subpage.aspx?secserno=117&serno=117&mirrorid=271 last 
visited 12/07/2009  
41
 The Resolution of Securities Disputes Proceedings Regulations were issued by the Board of 
the Capital Market Authority Pursuant to its Resolution Number 1-4-2011 Dated 2/19/1432 H 
Corresponding to 1/23/2011G; Arabic is the official language of the Capital Market 
Authority. The current version of Regulations issued by the Capital Market Authority, as may 
be amended, can be found in Arabic and in English at the Capital Market Authority website: 
www.cma.org.sa. 
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(c) Merger and Acquisition Regulations;43  
(d) Investment Funds Regulations;44  
(e) Corporate Governance Regulations;45  
(f) Real Estate Investment Funds Regulations;46  
(g) Securities Business Regulations;47  
(h) Authorized Persons Regulations;48  
(i) Market Conduct Regulations;49  
(j) Offers of Securities Regulations;50  
(k) Listing Rules;51 and 
                                                                                                                               
42
 Anti-Money Laundering and Counter-Terrorist Financing Rules were issued by the Board 
of the Capital Market Authority Pursuant to its Resolution Number 1-39-2008 Dated 
12/3/1429 H Corresponding to 12/1/2008G.  
43
 Merger and Acquisition Regulations were issued by the Board of the Capital Market 
Authority Pursuant to its Resolution Number 1-50-2007 Dated 9/21/1428 H corresponding to 
10/3/2007G. 
44
 Investment Funds Regulations were issued by the Board of the Capital Market Authority 
Pursuant to its Resolution Number 1 – 219 – 2006 Dated 12/3/1427H corresponding to 
12/24/2006G. 
45
 Corporate Governance Regulations were issued by the Board of Capital Market Authority 
Pursuant to Resolution No. 1/212/2006 dated 10/21/1427H corresponding to 11/12/2006 
Amended by Resolution of the Board of the Capital Market Authority Number 1-10-2010 
Dated 3/30/1431H corresponding to 3/16/2010G. 
46
 Real Estate Investment Funds Regulations were issued by the Board of the Capital Market 
Authority Pursuant to its Resolution Number 1-193-2006 Dated 6/19/1427H Corresponding to 
7/15/2006G.  
47
 Securities Business Regulations were issued by the Board of the Capital Market Authority 
Pursuant to its Resolution Number 2-83-2005 dated 5/21/1426H corresponding to 
6/28/2005G. 
48
 Authorized Persons Regulations were issued by the Board of the Capital Market Authority 
pursuant to its resolution number 1-83-2005 dated 5/21/1426H corresponding to 6/28/2005G. 
49
 Market Conduct Regulations were issued by the Board of the Capital Market Authority 
Pursuant to its Resolution Number 1-11-2004 Dated 8/20/1425H Corresponding to 
10/4/2004G. 
50
 Offers of Securities Regulations  were issued by the Board of the Capital Market Authority 
pursuant to its resolution number 2-11-2004, dated 8/20/1425H corresponding to 10/4/2004G 
amended by resolution of the Board of the Capital Market Authority number 1-28-2008 dated 
8/17/1429H corresponding to 8/18/2008G. 
51
 Listing Rules were issued by the Board of the Capital Market Authority pursuant to its 
resolution number 3-11-2004 dated 8/20/1425H corresponding to 10/4/2004G amended by 
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(l) Glossary of Defined Terms Used in the Regulations and Rules of the 
Capital Market Authority.
52
  
     In service of the goal of transparency, the Capital Market Authority and 
the Saudi Stock Exchange provide various information about the Saudi 
market and the enforcement of the Capital Market Law such as useful 
information found in Appendix III. 
4. Current Proposal for a New Companies Act  
     Saudi Arabia is the world's largest exporter of oil and one of the biggest 
producers of oil and natural gas,
53
 resulting from the discovery of oil in 
commercial quantities in 1938.
54
 By employing revenues of oil to physically 
develop the country and through many legislative reforms, at the present time 
Saudi Arabia has achieved huge advancements in all aspects of life. 
Moreover, Saudi Arabia seeks further progress to face current challenges 
related to high unemployment of Saudis.
55
 According to the authorities this is 
                                                                                                                               
resolution of the Board of the Capital Market Authority number 2-128-2006 dated 
12/22/1426H corresponding to 1/22/2006G.  
52
 Glossary Of Defined Terms Used In The Regulations And Rules Of The Capital Market 
Authority was issued by the Board Of The Capital Market Authority pursuant to its resolution 
number 4-11-2004 dated 8/20/1425H corresponding to 10/4/2004G amended by resolution of 
The Board Of The Capital Market Authority number 1-28-2008 dated 8/17/1429H 
corresponding to 8/18/2008G; (Hereinafter Glossary Of Defined Terms). 
53
 Trade Policy Review, Report by the Secretariat, The Kingdom Of Saudi Arabia, P 1, 
WT/TPR/S/256, (21 December 2011), available at 
http://www.wto.org/english/tratop_e/tpr_e/tp356_e.htm (last visited 05/27/2012). [Hereinafter 
WTO Secretariat report on Saudi Arabia]  
54
 Kingdom of Saudi Arabia Ministry of Petroleum and Mineral Resources website 
http://www.mopm.gov.sa 
55
 Saudi Arabia has faced high unemployment since 1999; a contributing factor is 
burgeoning population growth. The size of the Saudi labor force is estimated to have 
increased by an average annual rate of about 3.3 percent between 1969 and 1999, 
Saudi Ministry of Foreign Affairs Website http://www.mofa.gov.sa/Detail.asp?InSecti 
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Saudi Arabia's main economic and social challenge.
56
 Another challenge is 
having a hydrocarbon based economy.
57
 The promotion of private-sector 
(foreign and domestic) investment is an important part of Saudi Arabia's 
economic program, in order to diversify its economy away from oil, foster 
GDP growth, and create job opportunities for its young labor force.
58
 
     Because of the critical role of corporate governance as discussed above in 
part  I. A. on page 1, its reform is a matter of importance in all countries.
59
 At 
the present time, Saudi Arabia is seeking new economic development that will 
lead to a stronger, more rapidly growing economy, which in turn would create 
new jobs and would deal with many of the challenges it faces. Saudi Arabia 
has recently enacted many legal reforms, one of the most important of which 
includes an attempt to improve its system of corporate governance, the Capital 
Market Law discussed above in part  I. B. 3. on page 14. 
     One reason for reforms was an attempt to improve Saudi Arabia’s 
corporate governance structure and its competitiveness among other countries. 
                                                                                                                               
onID=1726&InNewsItemID=34477 last visited 10-13-2010) causing a high rate of 
unemployment; See Appendix II for further information on Saudi unemployment and 
population growth. 
56
 WTO Secretariat report on Saudi Arabia, supra note 53 at 7, noting that the oil sector is not 
labor-intensive and that increasing public-sector employment is not sustainable in the long-
run (id. at12) 
57
 Reliance on hydrocarbon resources as a major source of income is a risk since oil and 
natural gas are scarce resources and revenues also may be subject to uncontrollable economic 
and non-economic factors affecting its price. Diversifying the economy provides the 
opportunity for rapid growth in non-oil sector to serve as a more effective way in creating 
jobs to help reduce high unemployment rates. 
58
 WTO Secretariat report on Saudi Arabia, supra note 53 at 19, 21. In this regard Saudi 
Arabia has become the eighth biggest recipient of foreign direct investment (FDI) in the 
world, about US$25,000 million over 2005-09 (WTO Secretariat report on Saudi Arabia, 
supra note 53 at 9). 
59
 In Saudi Arabia, this includes, among other things, the enhancement of investors’ 
protection in general and those of minority shareholders in particular. 
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The 10x10 initiative was launched in 2006 to enact reforms and investments 
aimed at developing the Kingdom's private sector and to position Saudi 
Arabia among the world’s top competitive economies.
60
 
     As a result of recent reforms improving Saudi Arabia’s business 
environment, by 2010 Saudi Arabia’s rank in the ease of doing business had 
risen rapidly to reach eleventh position.
61 
The following table shows the Saudi 
rank among the top countries in the ease of doing business.62
                                                 
60
 Saudi Report to WTO, supra note 33, at 7 and 14. 
61
 Doing Business  website (administered by The International Bank for Reconstruction and 
Development / The World Bank) http://www.doingbusiness.org/ExploreEconomies/default.as 
px?economyid=163 (last visited 09/29/2009). 
62
 This information is available at http://www.doingbusiness.org/rankings (last visited 11-08-
2010); Economies are ranked on their ease of doing business, from 1 – 183. A high ranking on 
the ease of doing business index means the regulatory environment is more conducive to the 
starting and operation of a local firm. This index averages the country's percentile rankings on 
9 topics, made up of a variety of indicators, giving equal weight to each topic. The rankings 
are from the Doing Business 2011 report, covering the period June 2009 through May 2010. 
http://www.doingbusiness.org/rankings (last visited 11-08-2010) 
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Economy 
Ease of 
Doing 
Business 
Rank ▲  
Starting a 
Business  
Dealing with 
Construction 
Permits  
Registering 
Property 
Getting 
Credit  
Protecting 
Investors  
Paying 
Taxes 
Trading 
Across 
Borders  
Enforcing 
Contracts  
Closing a 
Business  
Singapore  1 4 2 15 6 2 4 1 13 2 
Hong Kong 
SAR, 
China  
2 6 1 56 2 3 3 2 2 15 
New 
Zealand  
3 1 5 3 2 1 26 28 9 16 
United 
Kingdom 
4 17 16 22 2 10 16 15 23 7 
United 
States  
5 9 27 12 6 5 62 20 8 14 
Denmark  6 27 10 30 15 28 13 5 30 5 
Canada  7 3 29 37 32 5 10 41 58 3 
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Economy 
Ease of 
Doing 
Business 
Rank ▲  
Starting a 
Business  
Dealing with 
Construction 
Permits  
Registering 
Property 
Getting 
Credit  
Protecting 
Investors  
Paying 
Taxes 
Trading 
Across 
Borders  
Enforcing 
Contracts  
Closing a 
Business  
Norway 8 33 65 8 46 20 18 9 4 4 
Ireland  9 11 38 78 15 5 7 23 37 9 
Australia  10 2 63 35 6 59 48 29 16 12 
Saudi 
Arabia  
11 13 14 1 46 16 6 18 140 65 
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     The following table compares the investors’ protection measurement 
indicator given to the following countries by Doing Business (administered by 
The International Bank for Reconstruction and Development / The World 
Bank).
 63
 
  
Economy ▲  
This measure of the 
transparency of 
transactions has 5 
components. 
Extent of disclosure 
index (0-10) 
This measure of 
liability for self-
dealing by directors 
has 7 components. 
Extent of director 
liability index (0-10) 
This measure of 
shareholders’ ability to 
sue officers and 
directors for misconduct 
has 6 components. 
Ease of shareholder suits 
index (0-10) 
Strength of 
investor 
protection 
index (0-10) 
 
Saudi Arabia  9 8 4 7.0 
United States 7 9 9 8.3 
 
     This table provides some indication of the degree of investor protections in 
these countries/economies by measuring the strength of minority shareholder 
protections concerning transparency of directors’ transactions (Extent of 
Disclosure Index), liability for self-dealing (Extent of Director Liability 
Index), and shareholders’ ability to sue officers and directors for misconduct 
(Ease of Shareholder Suits Index).
64
 
     While these matters do not encompass all legal tools that provide 
protection to minority shareholders or to other issues relating to corporate 
                                                 
63
 Information collected from Doing Business website (administered by The World Bank). 
This information is available at http://www.doingbusiness.org/data/exploretopics/protecting-
investors (last visited 11-08-2010). 
64
 Information about the methodology used in the measurement of investor protection can be 
found at http://www.doingbusiness.org/MethodologySurveys/ProtectingInvestors.aspx (last 
visited 11/09/2010). 
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governance, the table does clearly show that Saudi Arabia law and reforms to 
its law that have been made so far have improved its protection to 
shareholders on some important issues.  However, shareholders’ suits, as 
measured in the previous table, serves as an example of other issues in Saudi 
corporate governance that require further consideration to improve the 
corporate governance framework in Saudi Arabia. 
     Recently, a proposal for a new Companies Act has been introduced. As the 
relevant government agency, the Ministry of Commerce and Industry has 
submitted the proposal in 2007 “proposal to the Companies Act.” A draft in 
such case is to be submitted to the Council of Ministers and to the Shura 
council for comments. Both bodies review such draft law and either agree 
with the text or propose changes or indicate disagreement to a part or the 
entire draft thereof. Under its process of revision to the draft, the Shura 
council has proposed changes to the draft submitted by the Ministry “second 
proposal.” The Shura Council revised the text and made changes to the 
language beforehand and/or introduced new proposals. However, due to the 
nature of the overhaul and the ongoing revising process and because the 
production of this dissertation must be made in a timely fashion, which takes 
into consideration time constraint on a work of such nature, a cutoff date is 
necessary. However, by the conventional cutoff date for the material discussed 
from this point on, the proposal to the Companies Act has been subject to 
thorough revisions and, thus, it is believed that any further revisions following 
28 
 
the cutoff date will not be many in number, specifically those closely related 
to corporate governance.
65
 At the 04/20/2012, the Shura council has 
concluded its discussion of the proposed Companies Act. In sum, as to what is 
to come to such proposal, if the Council of Ministers and the Shura Council 
have divergent views on the draft legislation, they will be communicated to 
the King who may decide whatever he deems appropriate. In short, the final 
outcome of this overhaul of the law cannot yet be completely determined and 
further revisions to the text examined by the author are not yet out of the 
question.  The author’s examination of the proposals up to now clearly points 
to a big change to the law governing corporations in Saudi Arabia. This, 
however, awaits a Royal decree signifying the approval of the King to a draft 
that is sought to hold a better return to Saudi Arabia. 
5. Chapter Summary 
     The legal system in Saudi Arabia is different from those of Western 
countries due to Shariah laws with other enacted statutes that do not contradict 
it that together shape the Saudi legal system. The basics of this system must 
be known to take them in consideration in any statutory reform. The major 
statutory law affecting privately or publicly held corporations is the 
Companies Act. Therefore, the factors that made it necessary in the first place 
                                                 
65
 The cutoff date is 12/31/2010 for the proposed Companies Act and 12/31/2011 for the 
Corporate Governance Regulations. Although not included in the text, a list of new revisions 
following the cutoff date is included in Appendix I.  
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and the applicability of such law are important to evaluate the validity of its 
rules to meet current challenges facing corporate governance in Saudi Arabia.  
     Identifying weak aspects of the system and corporate governance requires 
understanding the Saudi Capital Market, its structure, listed corporations, 
entities and laws that affect it. 
     Current proposal to the Companies Act following the enactment of the 
Capital Market Law is evidence that the existing Companies Act falls short of 
meeting current challenges in corporate governance in Saudi Arabia. New 
legislation needs to be enacted to deal with those issues and to keep up with 
the Capital Market Law and the issuance of a continuous stream of regulations 
by the Capital Market Authority.  
     To improve corporate governance in Saudi Arabia, both laws must work in 
harmony and be aligned correctly so there will be no contradiction between 
them that causes flaws in the system or raises problems that undermine 
reaching the goals of having such laws in the first place. 
     While taking into account the effects of the Capital Market Law on 
corporate governance in Saudi Arabia, other necessary steps are also needed 
to change the Companies Act. Contemporary rules of corporate governance 
must be incorporated in the overhaul to address current needs for Saudi 
Arabia.  
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     This chapter is an important foundation necessary before moving to the 
next chapter, which will deal with statutory regulation of corporations and will 
discuss some of the major proposals to the Companies Act. 
II. Statutory Regulation of Corporations  
     This chapter addresses statutory regulation of corporations. The provisions 
of the Companies Act apply to corporations together with any (contractual) 
conditions laid down by the shareholders and customary rules that are not 
inconsistent with the Companies Act.
66
 When applicable, the Companies Act 
provisions are mandatory except those that expressly provide permission to 
differ.
67
 The chapter concludes with statutory regulation of only publicly-
traded corporations under the Corporate Governance Regulations. The chapter 
is divided into the following seven sections: 
A- Legal Attributes;  
B- Required Contractual Elements;  
C- Corporate Formation; 
D- Corporation’s Securities Including Debt and Capital Changes;  
E- Shareholders Powers;  
F- Board of Directors; and 
G- The Corporate Governance Regulations. 
                                                 
66
 Article 2 of the existing Companies Act. 
67
 AKTHAM AMĪN AL-KHŪLĪ, DURŪS FĪ AL-QĀNŪN AL-TTIJĀRĪ AL-SU‘ŪDĪ [STUDY TO THE 
SAUDI COMMERCIAL LAW] 100 (Ma‘had al-Idārah al-‘Āmmah.1973) (Saudi Arabia). 
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A. Legal Attributes  
     A corporation is a legal person from the date of the decision of the Minister 
of Commerce announcing its creation
68
 until dissolution.
69
 But the legal 
personality cannot be raised against a third person until completion of 
required publication,
70
 in the Official Gazette for corporations.
71
  
     The fact that a corporation is recognized as a legal entity gives it rights and 
subjects it to innumerable obligations. This section is divided into five parts 
including, Corporate Name, Corporate Domicile, Corporate Nationality, 
Corporate Capacity and Limited Liability of Owners.   
1. Corporate Name  
     A corporation is required to have a name that differentiates it from other 
persons.
72
 Subject to the provisions of the Companies Act, the name of a 
corporation is its commercial name and this name may include an original 
name or data associated with the kind of business (Ttrad) of the corporation.
73
 
                                                 
68
Article 64 of the existing Companies Act; NĀYF SULTĀN AL-SHARĪF, ZĪĀD AHMAD AL-
QURASHĪ, AL-QĀNŪN AL-TTIJĀRĪ [SAUDI COMMERCIAL LAW] 237 (Dār Ḥāfiẓ 2
nd
  Ed. 2008)  
(Saudi Arabia). 
69
Article 216 of the existing Companies Act. 
70
Article 13 of the existing Companies Act. 
71
Um Alqura is the official gazette of Saudi Arabia where laws and other official publications 
such as articles of incorporation for Companies must be published. 
72
 The proposed Companies Act states that a corporation’s name must point to its object. In 
addition, the proposed Companies Act requires that if the corporation was owned by one 
shareholder, then its name must include something that shows this. (Article 53 of the 
proposed Companies Act.) 
73
 Article 2 of the Commercial Names Law of 1999, Royal Decree M/15, 08/12/1420H 
Published in Umm-al-Qura Gazette, No. 3775, 09/02/1420H (12/10/1999). 
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The commercial name must consist of Arabic language or be Arabized. The 
name must not contain foreign words except in certain cases.
74
  
     Its name should not include a natural person’s name except in two 
situations. The first is when the object of the corporation is to profit by a 
patent that is registered under a natural person’s name and the second is when 
the corporation owns a commercial firm (operating business) that has a natural 
person’s name, and the corporation adopts that name as its own.
75
  
2. Corporate Domicile 
     The principal office must be stated in the corporation’s bylaws
76
 and it will 
usually be the domicile. This will be the place where legal notices and 
warnings are to be delivered. The corporation’s domicile determines corporate 
nationality, as further discussed in item  3 below.   
                                                 
74
 Article 3 of the Commercial Names Law; there are three exceptions to this rule stated in 
this same Article of the Commercial Names Law. 
75
 Article 50 of the existing Companies Act; under the proposed Companies Act, the 
exception is expanded and includes when the person’s name is a companies’ name that has 
been converted into a corporation (Article 53 of the proposed Companies Act). 
76
 The Minister of Commerce has issued model bylaws for corporations, required by Article 
51 of the existing Companies Act, which must be followed unless the Minister approves 
changes to this model. Under this model, a corporation’s principal office needs to be stated in 
its bylaws, which will most likely be its domicile. The model bylaws are discussed below in 
note 102 in  II. C. 1, Application to the Minister of Commerce for Authorization to Seek 
Incorporation—Documents Required. 
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3. Corporate Nationality 
     To be considered a Saudi corporation, a corporation must be formed 
pursuant to the Saudi Companies Act and must have its principal office in 
Saudi Arabia.
77
  
4. Corporate Capacity  
     Because a corporation is recognized as a legal entity, it can exercise 
powers and has the rights that a natural person has in carrying out its business, 
but is subject to statutory law and limitations in its articles of incorporation 
and bylaws. 
5. Limited Liability of Owners 
     A corporation is a legal entity separate from its shareholders and any losses 
will be limited to the amount of a shareholder’s investment.
78
 The shareholder 
will generally not be held liable for corporate obligation.  
B. Required Contractual Elements 
     A company, which includes a corporation, is viewed under Saudi law as a 
contract among its parties and therefore must satisfy the general elements of 
contracts under the Saudi law. In addition to those general elements, there are 
elements applicable to all companies, including corporations. Moreover, there 
are additional specific contractual elements that must be satisfied in the case 
of a corporation. This section is divided into four parts:  
                                                 
77
 Article 14 of the existing Companies Act. 
78
 Article 48 of the existing Companies Act. 
34 
 
1- General Contractual Elements.  
2- Specific Contractual Elements for Companies Including Corporations. 
3- Specific Contractual Elements Applicable Only to Corporations.  
4- Consequences of Failure to Satisfy the Contractual Elements.  
1. General Contractual Elements 
     Under Saudi law, Article 1 of the existing Companies Act defines a 
company as 
a contract under which two or more persons undertake to 
participate in an enterprise for profit, with each contributing a 
share in the form of money or services, with a view to dividing 
any profits (realized) or losses (incurred) as a result of such 
enterprise. 
 79
   
 
                                                 
79
Article 1 of the existing Companies Act: 
a partner's contribution may consist of a certain sum of money (a contribution 
in cash), or of a capital asset (a contribution in kind). It may also comprise 
services except in the cases where the provisions of [the Companies Act] imply 
otherwise; but it may not consist (solely) of the partner's reputation or 
influence.  
Only contributions in cash and in kind shall form the company's capital. Such 
capital may be modified only in accordance with [the Companies Act] and with 
such of the conditions set forth in the company's articles of incorporation or 
bylaws as are not inconsistent with [the Companies Act]”. (Article 3 of the 
existing Companies Act) (alteration to the original in the quoted text). 
     If a person’s service is his contribution, all earnings derived from his service belong to the 
company except that the shareholder is not obliged to surrender a patent right unless there was 
an agreement to the contrary (Article 4 of the existing Companies Act). A company’s shares 
cannot be all labor shares because monetary shares and shares in kind are the only things that 
constitute the capital (Article 3 of the existing Companies Act), as used in this paper “shares 
in kind” is a term of arts that indicates shares issued for anything other than cash. Moreover, 
labor can not constitute a share in a corporation. This view is supported by standard model for 
bylaws for incorporations, discussed below in note 102 in  II. C. 1. 0, Application to the Minister 
of Commerce for Authorization to Seek Incorporation--Documents Required, which has no 
reference to any labor shares ṢĀLIH IBN ZĀBIN AL-MARZŪQĪ AL-BUQAMĪ, SHARIKAT AL-
MUSAHAMAH FĪ AL-NNIZĀM AL-SU‘ŪDĪ, DIRĀSAH MUQĀRINAH BI-AL-FIQH AL-ISLĀMĪ, 
JĀMI‘AT UMM AL-QURÁ [THE CORPORATION IN SAUDI LAW A COMPARATIVE STUDY WITH 
ISLAMIC FIQH, PH.D DISSERTATION, UMM ALQURA UNIVERSITY] 134 (Maṭābi‘ al-Ṣafā 1985) 
(Saudi Arabia)  
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     It is a contract that must satisfy the basic elements of any contract under 
Saudi Law. For example, the initial requirement in forming any contract is the 
consent of the parties. Thus, offer and acceptance are required as in any legal 
contract and the following three general elements must be met.  
a. Capacity  
     An individual must have reached the age of majority, which is eighteen 
years old, and possess full mental faculties and not be subject to any form of 
guardianship. 
b.  Consent  
     Parties to a contract must give their full consent to all the contract 
provisions. Absence of this consent by one or more parties may cause the 
contract to be null and void depending upon whether the circumstances 
implicate absolute nullity or relative nullity discussed below in  II. B. 4 on page 
38. Moreover, this consent of the parties has to be without faults such as 
mistake, fraud or duress.
80
 
c. Object and Its purpose   
     The object and purpose of the contract must be lawful. 
                                                 
80
 ‘MUHAMMAD UMRĀN ET AL., AL-MUQADIMAH FI DIRĀSAT AL-ANZIMAH, [INTRODUCTION 
TO LAWS STUDY] 455 (Dār Ḥāfiẓ 2
nd
 ed. 2000) (Saudi Arabia). 
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2.  Specific Contractual Elements for Companies 
Including Corporations 
a. Multiple Members 
(1) Under the Existing Companies Act  
     All companies are required to have at least two owners. 
(2) Under the Proposed Companies Act  
     Under the proposed Companies Act, there is an exception to the rule that 
all companies must have at least two owners by which the country, any 
governmental agency, corporations that are owned entirely by the country, or 
corporations with capital of 5,000,000 Saudi Riyal (SAR.) ($1=SAR. 3.75)
81
 
or more, may create a single shareholder corporation.
82
 
b. Capital Requirements  
     Members of all companies are required to contribute to the company, but 
only contributions in cash and in kind form the company's capital.
83
 
Therefore, at least one contribution to a company needs to be other than 
service.
84
  
                                                 
81
 The Saudi Arabian riyal (SAR) has been pegged to the U.S. dollar (SAR 3.75 per US$) 
82
 Article 55 of the proposed Companies Act. 
83
 Article 3 of the existing Companies Act. 
84
AL-KHŪLĪ, supra note 67, at 110; A member’s contribution “may consist of a certain sum of 
money (a contribution in cash), or of a capital asset (a contribution in kind). It may also 
comprise services except in the cases where the provisions of [the Companies Act] imply 
otherwise.” 
     Only contributions in cash and in kind shall form the company's capital. (Article 3 of the 
existing Companies Act). Therefore, at least one contribution need to be other than service. 
AL-KHŪLĪ, supra note 67, at 110 “Such capital may be modified only in accordance with [the 
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c. Sharing of Profits and Losses  
     Each owner/shareholder shares in both profits and losses of the company.
85
 
If it is agreed to immunize any owner/shareholder of any Company from 
losses or to deprive any member from profits of the corporation, any such 
clause is null and void.
86
If the company’s contract (articles of incorporation)
87 
does not state the owners’ portion of profits or losses, then it will be based on 
his/her contribution percentage to the capital.
88
 
3. Specific Contractual Elements Applicable Only to 
Corporations 
     There must be at least five owner shareholders.
89
 Also, there are specified 
capital requirements that need to be satisfied which are discussed below in 
part  II. C. 4. a on Page 54. 
                                                                                                                               
Companies Act] and with such of the conditions set forth in the company's memorandum of 
association or bylaws as are not inconsistent with [the Companies Act]” (Article 3 of the 
existing Companies Act)
 
. In the case of corporations, there are minimum contribution 
requirements that are discussed below in  II. C. 4. a.  
85
 Article 7 of the existing Companies Act. 
86
 Id. 
87
 The term memorandum of association is used in the Companies Act official translation to 
refer to a company’s contract. 
88
 Article 9 of the existing Companies Act, in general a partner will enter in a company where 
he receives no less profit than the percentage of his contribution to the capital but in some 
cases, particularly in some companies such as partnerships, there may be agreements to give 
one of the members more than his contribution to the company. The scholars also have stated 
additional specific contractual element for companies including a corporation which is a 
joining in intent element (participation) which has not been stated in the law but legal scholars 
have considered it as a special element of a company, see AL-SHARĪF & AL-QURASHĪ, supra 
note 68, at 134 ḤAMD ALLĀH MUHAMMAD ḤAMD ALLĀH, AL-NNIZĀM AL-TTIJĀRĪ AL-
SU‘ŪDĪ [SAUDI COMMERCIAL LAW] 174 (Ishrāqāt 2003-2004)  (Saudi Arabia). 
89
 Article 48 of the existing Companies Act; if one shareholder owns 100% of the corporation, 
the corporation will dissolve and he will be liable for the corporation’s debt within the amount 
of its assets. (Article 147 of the existing Companies Act) If the number of shareholders drops 
below five members and a full year has passed without satisfying the minimum shareholder 
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4. Consequences of Failure to Satisfy the Contractual 
Elements 
     The general and specific elements for companies’ contracts, including 
corporations, discussed above must be met. If one or more of these general 
and specific elements for companies’ contracts, including corporations, are 
not satisfied, then the company will be either an absolute or relative nullity as 
discussed below. 
a.  Absolute Nullity 
(1) Circumstances Causing Absolute Nullity 
     The absolute nullity of the contract of a corporation occurs in any of the 
following circumstances: (a) some forms of absence of full capacity; (b) 
absence of consent; (c) illegality of the object of the corporation;
90
 or (d) 
absence of any of the specific contractual elements for companies including 
corporations discussed in part  2 above. 
(2) Who Can Assert Absolute Nullity 
     Any interested person
91
 can assert absolute nullity or the court can order it 
on its own initiative.
92
 
                                                                                                                               
requirement, any interested person can request dissolution of the corporation. (Article 147 of 
the existing Companies Act) 
90
 Also absence of joining in intent element (participation) as discussed above in note 88. 
91
 The interested person is any person either natural or legal whose legal position is affected 
by the void contract. Any party to the contract has the right to raise nullification, their 
successors, their creditors or any third person who has a legal interest. UMRĀN ET AL., supra 
note 80, at 543-544  
92
 The court can order absolute nullity when hearing cases that relate to the contract. 
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(3) Effects of Absolute Nullity 
(a) Among Members 
     The contract between and among the owners/shareholders is deemed not to 
have existed and there will be restitution of consideration paid by them for 
their shares. If there have been profits or losses from operations, these will be 
divided based on their ownership interest.
93
 
(b) Concerning a Bona Fide Third Party Who Has 
Dealt with the Entity  
     The nullity cannot be raised against a bona fide third party by 
owners/shareholders concerning any claim he may have against the entity’s 
assets.
94
 
b.  Relative Nullity 
(1) Circumstances Causing Relative Nullity 
     The relative nullity of the contract of a corporation occurs in the following 
circumstances: (a) some form of absence of full capacity; or (b) mistake, fraud 
or duress concerning the consent of one or more of the owners/members. 
(2) Who Can Raise Relative Nullity 
     The person who has the right to assert relative nullity is the 
owner/shareholder who has deficient capacity or whose consent was caused 
                                                 
93
 Article 9 of Companies Act. 
94
 AL-SHARĪF & AL-QURASHĪ, supra note 68, at 140 
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by mistake, fraud or duress. No other person may raise nullity in these cases 
nor may a court upon its own initiative.  
(3) Effects of Relative Nullification 
(a) Among Owners/Shareholders 
     A court will nullify the contract with regard to the person who raises the 
nullity and he will be withdrawn from the corporation. This withdrawal will 
not affect the existence of the corporation
95
 except in some very limited 
cases.
96
 
(b) Concerning a Bona Fide Third Party Who Has 
Dealt with the Entity 
     A bona fide third party cannot assert relative nullity concerning a claim of 
the entity against him nor may the entity raise that nullity as a defense 
concerning a claim against it by a bona fide third party. The power to assert a 
claim of relative nullity only rests in the hands of a shareholder if one of the 
circumstances causing relative nullity occurred. 
                                                 
95
 Since the corporation is considered an association of capital not a partnership 
96
 The withdrawal of a person from the corporation based on relative nullification will not 
affect the existence of the corporation except in some very limited cases such as in the case 
where the share withdrawn is of great importance to the corporation, as in the case if the share 
given by the withdrawn shareholder was a patent to the only product the corporation 
produces. (ḤAMD ALLĀH,  supra note 88, at 183). 
41 
 
C. Corporate Formation  
     There are many steps and requirements that are part of the incorporation 
process in Saudi Arabia. This section addresses these steps and requirements 
and is divided into the following parts:  
1- Application to the Minister of Commerce for Authorization to Seek 
Incorporation--Documents Required; 
2- Grant of Authorization to Seek Incorporation; 
3- Offering of Shares; 
4- Subscription of Capital; 
5- Founders Meeting (All Those Who Subscribed for Shares Upon 
Incorporation); 
6- Application to the Minister of Commerce to Declare the Incorporation; and  
7- Post Incorporation Requirements. 
1. Application to the Minister of Commerce for Authorization 
to Seek Incorporation--Documents Required97 
     The Companies Act requires that an application to the Minister of 
Commerce to seek incorporation be accompanied by the following 
documents: a. Economic feasibility study demonstrating feasibility of 
corporation’s business objectives;
98
 b. application signed by at least five 
                                                 
97
 However, the proposed Companies Act requires that the incorporation’s application be 
given to the Ministry of Commerce signed by the applicant(s) and is accompanied by the 
corporation’s authenticated articles of incorporation (contract) and its bylaws. (Article 57 of 
the proposed Companies Act) 
98
 Article 52 of the existing Companies Act. 
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prospective shareholders “Incorporators” of the corporation,
99
 which must 
indicate how its capital will be subscribed, including the number of shares to 
be reserved by the incorporators to themselves and the amount of subscription 
by each;
100
 c. proposed articles of incorporation;
101
 and d. proposed bylaws.
102
 
     The application then will be recorded in a register maintained for that 
purpose by the General Department of Companies in the Ministry of 
Commerce.
103
 The application then will be forwarded to the Capital Market 
Authority for approval.
104
 
                                                 
99
 Id.; an incorporator of a corporation under Saudi law refers to a person who signs the 
corporation’s Articles of incorporation, applied for authorization to incorporate it, or offered a 
contribution in kind upon its incorporation/organization or actually participated in its 
incorporation/organization (Article 53 of the existing Companies Act). The proposed 
Companies Act requires that when he does those acts, he must have the intention of being a 
founder (Article 56 of the proposed Companies Act); a corporation under the existing 
Companies Act must have at least five members as discussed above in  II. B. 3. 0 and further 
discussed above in note 89. 
100
 Article 52 of the existing Companies Act. 
101
 Id. 
102
 Id.; The Minister of Commerce has issued a model bylaws for corporations, pursuant to 
Article 51 of the existing Companies Act which provides as follows: 
The Minister of Commerce shall issue a decision incorporating standard bylaws 
for corporations, from which no departure shall be allowed except for reasons 
satisfactory to the said minister.  
     Article 52 of the existing Companies Act provides in part that the General 
Department of Companies “may request that alterations be made in the company's 
bylaws so as to be consistent with the provisions of [the Companies Act] or 
conformable to the standard from referred to in Article 51.” (alteration to the original 
in the quoted text). 
     Moreover, Article 233 of the existing Companies Act provides that "The Minister of 
Commerce shall  issue decisions and rules necessary for the implementation of the provisions 
of [this act]"; Article 224 of the proposed Companies Act would provide: [translation by 
author] 
1- By a Minister decision guiding standards memorandums of association and 
bylaws shall be issued for each kind of the companies within one hundred and 
twenty days from the issuance date of this Act, and shall be published in the 
Official Gazette, and act upon them from the date of the application of this Act. 
2- The Minister and the Chairman issue needed decisions to execute what is 
related to each of them of provisions in this Act. 
103
 Article 52 of the existing Companies Act. 
104
 Minister of Commerce decision number 4825 on the 04/22/1429 H (2008 AD). 
43 
 
     To avoid confusion to the American reader it is important to note the 
difference of usage of the terms “articles of incorporation” (articles or 
memorandum of association) and “bylaws” in the Kingdom and in the United 
States. In America the articles of incorporation are not only filed with the 
Secretary of State but are also a superior document to the bylaws which are 
not publicly filed and which regulate internal affairs.  
     Both documents are publicly filed under the Saudi law but the primary 
function of the articles is mostly related to the incorporation process. After 
that, private regulation of corporate governance is via the bylaws, which 
unlike the articles, maybe altered and amended by the extraordinary general 
assembly as called for. 
     In American law the articles not only cause incorporation but they have an 
ongoing role in corporate governance of American corporations. Both the 
articles and the bylaws play a huge role in the ongoing life of American 
corporations because both are referenced throughout typical American 
corporation statutes as vehicles to alter default rules and both maybe amended. 
The process for amendment is different because shareholders may amend the 
bylaws without board initiation but the bylaws may not be inconsistent with 
the articles. 
     The corporation contract (articles of association) under Saudi law plays a 
significant role upon the incorporation process. Unlike the American 
counterpart there is no statutory procedure for amendments of the articles 
44 
 
under the Companies Act. Therefore, the primary corporate document 
regulating corporate governance is the bylaws. 
2. Grant of Authorization to Seek Incorporation. 
     a. Royal Decree is required for the following categories of corporations:
105
 
a. corporations given a concession (franchise) from the country. b. 
corporations to run a public utility. c. corporations to engage in banking. d. 
corporations that will receive a subsidy from the country. e. corporations in 
which the country or a governmental agency will be a shareholder.
106
 For all 
other corporations, an authorization must be issued by the Minister of 
Commerce, which must be published in the Official Gazette.
107
 
     Issuance of authorization to seek incorporation under the proposed 
Companies Act grants much wider authority to the Ministry of Commerce. 
Specifically, the Ministry of Commerce will have authority with respect to all 
corporations;
108
 a Royal Decree will no longer be required for authorization to 
seek incorporation for any corporation. Thus, the proposed Companies Act 
provides: [translation by author] 
                                                 
105
 Article 52 of the existing Companies Act.  
106
 Except to the Public Pension Fund (Public Pension Establishment) and the General 
Organization for Social Insurance (Article 52 of the existing Companies Act). 
107
 Article 52 of the existing Companies Act; Minister of Commerce decision number 4825 on 
04/22/1429 H (2008 AD) states that the time from filing the application to the Minister’s 
decision granting permission to incorporate take place in no more than twenty two working 
days. 
108
 Article 60 of the proposed Companies Act. However, if the corporation’s business requires 
prior approval by an authority with legal jurisdiction before giving the license to incorporate 
such corporation, the license must not be given except after the approval or license by the 
other authority (Article 60 of the proposed Companies Act). 
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When an application for authorization to incorporate a corporation 
which is incorporated in whole or in part by the government or 
other public juridical persons include an exception from some of 
the provisions of this act, the application to incorporate and for the 
exception is raised to the Council of Ministers; to consider the 
approval of them.
109
  
3. Offering of Shares 
a. Registration Requirement  
     After the Royal Decree or ministerial decision issues the authorization to 
seek incorporation, the process of offering of shares may begin. This process 
is subject to regulations issued by the Capital Market Authority, which was 
given authority by the Capital Market Law to regulate all offering of shares 
whether by privately held or publicly held corporations.
110
   
     In 2004, the Capital Market Authority issued the Offers of Securities 
Regulations.
111
 This regulation requires that every offer of securities must 
meet elaborate requirements applicable to a public offer, which are similar to 
those applicable to a registered offering in the United States, unless it falls 
into one of the defined categories of private placements.
112
 
                                                 
109
 Article 60 (3) of the proposed Companies Act. 
110
 Under Article 5 of the Capital Market Law; statutory authority for adoption of regulations 
by the Capital Market Authority is discussed below in  II. G. 1.  
111
 Under Article 3 of the Offers of Securities Regulations, “Securities may not be offered in 
the Kingdom except in accordance with these Regulations.” Under the Offers of Securities 
Regulations, offer means “issuing securities, inviting the public to subscribe therefore or the 
direct or indirect marketing thereof; or any statement, announcement or communication that 
has the effect of selling, issuing or offering securities, but does not include preliminary 
negotiations or contracts entered into with or among underwriters.” (Article 1 of the Offers of 
Securities Regulations). 
112
 Article 6 & 7 of Offers of Securities Regulations.  
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b. Private Placement 
(1) Types of Private Placement 
     The term private placement is defined to include an offer of securities that 
falls under any of the following four categories.113 The first category relates to 
the identity of the issuer rather than the nature of the offeree. It consists of 
securities issued by the government of the Kingdom, or a non-Saudi authority 
recognized by the Capital Market Authority.
114
 
     The second category is an offer restricted to sophisticated investors,
115
 
which are defined to include:
116
 (a) the government of the kingdom, a non-
Saudi authority recognized by the Capital Market Authority, the Saudi Stock 
Exchange, and any other stock exchange recognized by the Capital Market 
Authority or the Depository Center;
117
 (b) persons authorized by the Capital 
Market Authority to engage in the securities business (authorized persons) 
acting for their own account;
118
 (c) clients of an authorized person who has the 
authority to conduct managing activities, defined to mean a person who 
                                                 
113
 Article 9 of the Offers of Securities Regulations. 
114
 Article 9 (a) (1) of the Offers of Securities Regulations.  
115
 Article 9 (a) (2) of the Offers of Securities Regulations. 
116
 Article 10 of the Offers of Securities Regulations. 
117
 Article 10 (3) of the Offers of Securities Regulations; Article 26 (a) of the Capital Market 
Law provides for the establishment of the Depository Center, which is to act as the sole entity 
in the Kingdom authorized to conduct operations of deposit, transfer, settlement, clearing and 
registering ownership of Saudi securities traded on the Saudi Exchange. The functions of the 
Depository Center are currently operated by The Saudi Stock Exchange (Tadawul). (Capital 
Market Authority website available at 
http://www.cma.org.sa/en/AboutCMA/Pages/Securities_Depository.aspx (last visited 12-30-
2011). 
118
 Article 10 (1) of Offers of Securities Regulations; authorized person is a person who is 
authorized and licensed pursuant to the Authorized Persons Regulations to carry on securities 
business by the Authority (Glossary Of Defined Terms and Article 1 of the Authorized 
Persons Regulations); See generally Authorized Persons Regulations. 
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manages a security belonging to another person in circumstances involving 
the exercise of complete discretion;
119
 (d) institutions, as defined in the 
Glossary of Defined Terms,
120
 acting for their own account;
121
 (e) professional 
investors,
122
 defined to include a natural person who fulfils at least two of the 
following three criteria:
123
 (i) has carried out at least 10 transactions per 
quarter over the previous four quarters of a minimum total amount of SAR.40 
million in securities markets; (ii) holds a securities portfolio exceeding 
SAR.10 million; or (iii) works or has worked for one or more years in the 
financial sector in a professional position which requires knowledge of 
securities investments; or (f) such other persons as may be determined by the 
Capital Market Authority.
124
 
     The third type of private placement is the limited offer, of which there are 
three kinds. The first is
125
 an offer directed to no more than 60 ordinary 
investors and an unlimited number of sophisticated investors. If the offer 
exceeds SAR.5,000,000, a minimum of  SAR.1,000,000 is required to be paid 
                                                 
119
Article 10 (2) of the Offers of Securities Regulations and Article (2) (3) of the Securities 
Business Regulations. The offer must be made through the authorized person and all relevant 
communications are made through the authorized person (Article 10 (2) (a) of Offers of 
Securities Regulations); Article 10 (2) (b) of the Offers of Securities Regulations. 
120
 Under the Glossary Of Defined Terms, Institution means 
1) any company which owns, or which is a member of a group which owns, net 
assets of not less than 50 million Saudi Riyals; 
2) any unincorporated body, partnership or other organisation which has net 
assets of not less than 50 million Saudi Riyals; 
3) any person (“A”) whilst acting in the capacity of director, officer or 
employee of a person (“B”) falling within sub-paragraphs (1) or (2) where A is 
responsible for B undertaking any securities activity. 
121
 Article 10 (4) of the Offers of Securities Regulations. 
122
 Article 10 (5) of the Offers of Securities Regulations. 
123
 Glossary of Defined Terms. 
124
 Article 10 (6) of the Offers of Securities Regulations .  
125
 Article 11 of the Offers of Securities Regulations. 
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by each offeree; otherwise, there is no minimum required amount to be 
purchased by any investor.
126
 In addition securities of the same class may not 
be offered under the terms of this category more than once in a twelve month 
period following the ending date of the offer in question.
127
 The second type 
of limited offer is one in which all offerees are employees of the issuer or an 
affiliate.
128
 Finally, an offer in which all offerees are affiliates of the issuer is 
also deemed to be a limited offer. 
129
 
     In addition, other than the three specific types of private placement 
discussed above, the Capital Market Authority may consider an offer a private 
placement upon the request of a person seeking to have an offering deemed to 
be a private placement after satisfaction of any requirements that the Capital 
Market Authority may impose.
130
 
(2) Private Placement Procedure.131   
(a) Notification Requirements Prior to the Offering 
     The offering corporation must notify the Capital Market Authority in 
writing pursuant to the Offers of Securities Regulations at least ten days prior 
                                                 
126
 Article 11 (a) (1) (b) of the Offers of Securities Regulations. 
127
 Article 11 (b) of the Offers of Securities Regulations. 
128
 Article 11 (a) (2) of the Offers of Securities Regulations; Affiliate is defined to include a 
person who controls another person or is controlled by that other person, or who is under 
common control with that person by a third person.(Glossary of Defined Terms(. 
129
 Article 11(a) (3) of the Offers of Securities Regulations. 
130
Article (9) (b) of the Offers of Securities Regulations. 
131
 Article 12 of the Offers of Securities Regulations. 
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to the offering,
132
 providing copies of any offering disclosure documents 
(offering advertisement documents) to be used in the offer.
133
  
(b) The Offer May Be Made Only by Authorized 
Persons 
     The offer may be made only by a person authorized by the Capital Market 
Authority (authorized person) to carry on the activity of “arranging”,
134
 
defined to include introducing parties in relation to the securities business, 
acting in any manner to bring about transaction in a security, or advising on 
                                                 
132
 Article 12 (a) (2) of the Offers of Securities Regulations. 
133
 Article 12 (a) (2) (c) of the Offers of Securities Regulations. 
134
 Article 12 (a) (1) of the Offers of Securities Regulations. The corporation itself may in its 
offering make a private placement advertisement (Article 20 of the Securities Business 
Regulations) however a person must not make or communicate any securities advertisement 
to a person in the Kingdom unless: 1) the person making the advertisement is an authorised 
person; or 2) the contents of the securities advertisement have been approved for the purpose 
of this Part by an authorised person (Article 17 of the Securities Business Regulations). 
Article 3 the term Securities Business is defined to mean engaging by way of business in 
Dealing, Arranging, Managing, Advising or the Custody of Securities unless any of the 
exclusions specified in the Securities Business Regulations apply (Article 3 of the Securities 
Business Regulations. 
     The issuance by a person of its own shares, debt instruments or warrants and other 
instruments entitling the holder to subscribe for any shares or debt instrument is excluded 
from dealing. (Article 13 of the Securities Business Regulations and Glossary Of Defined 
Terms). 
     The following activities are excluded from arranging: 
The Arranging by a person of a transaction to which it is a party or by a person of the issuance 
of its own shares, debt instruments or warrants and other instruments entitling the holder to 
subscribe for any shares or debt instruments. (Article 13 (e) of the Securities Business 
Regulations, Article 14 (1) and (3) of the Securities Business Regulations, and Glossary of 
Defined Terms). 
     The authorized person must ensure fulfillment of certain conditions and requirements, 
discussed below, which include ensuring that offeror provides the Capital Market Authority 
with notification  prior to the offering and provides copies of any offering disclosure 
documents to be used in the offering. Moreover, the authorized person must ensure that 
offeror supplies investors with sufficient information about the private placement which must 
be true, clear and not misleading in order for the offerees to make informed decisions (Article 
13 of the Offers of Securities Regulations). 
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corporate finance business.
135
 “Corporate finance business,” in turn, includes 
securities business carried on by an authorized person in connection with: (i) 
the offer, issue, underwriting, repurchase, exchange or redemption of, or the 
variation of the terms of, those securities, or any related matter; (ii) the 
manner in which, or the terms on which, or the persons by whom, any 
business activity is to be financed, structured, managed, controlled, regulated 
or reported upon.
136
 
(c) Advertisements 
Private Placement advertisements may be directed only to persons to whom 
the Offers of Securities Regulations allows a private placement to be 
directed,
137
 who are the same persons to whom private placement offers may 
be made. 
(d) Disclosure Requirements 
     Similar to the disclosure requirements applicable to many offerings under 
American law,
138
 disclosure documents used in private placements under 
Saudi law are subject to extremely detailed and demanding requirements 
concerning their content.
139
 
                                                 
135
 Article 2 (2) of the Securities Business Regulations. 
136
 Glossary of Defined Terms. 
137
 Article 15 (1) of the Offers of Securities Regulations. 
138
 See e.g. Rule 502(b) of Regulation D to the Securities Act of 1933. 
139
 See Article 14 of the Offers of Securities Regulations, Article 33 of the Authorized Persons 
Regulations and Article 34 (c) of the Authorized Persons Regulations.  
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     The goal, of course, is to ensure that Saudi investors receive full and 
accurate information necessary to make an informed investment decision. 
Moreover, like the securities law applicable in the United States only to 
registered public offerings,
140
 under Saudi law, authorized persons engaged in 
private placements are required to determine that all disclosure documents are 
in full compliance with requirements applicable to these documents.
141
  
(e) Discretion to Deny Exemption 
     If the Capital Market Authority concludes that the requirements of the 
Capital Market Law and its regulations have not been satisfied or that the 
proposed offering is not in the interests of Saudi investors, it may issue an 
order that the offering is not to be made.
142
 
(f) Post-Offer Reporting Requirements  
     After the offer has been completed, the offeror must provide the Authority 
within 10 days a list of all persons who have acquired the securities and 
information concerning the total proceeds of the offer.
143
 
     If the offer is not completed by the proposed offer end date specified in the 
private placement notification, within 10 days the offeror must provide the 
                                                 
140
 See section 11 (a) (4) of the Securities Act of 1933. 
141
 Article 13 of Offers of Securities Regulations. 
142
 Article 12 (b) of the Offers of Securities Regulations; the Capital Market Authority may 
issue this order after providing an appropriate opportunity for the offeror to be heard (Article 
12 (c) of the Offers of Securities Regulations). Moreover, the offeror has the right to appeal to 
the Committee for the Resolution of Securities Disputes the action or decision by the Capital 
Market Authority that the offering shall not be made (Article 12 (d) of the Offers of Securities 
Regulations. 
143
Article 12 (e) of the Offers of Securities Regulations. 
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Authority with a notification in writing signed by the offeror confirming that 
the offer failed to be completed.
144
 
(3) Resale of Securities Sold in a Private Placement.145 
     If the purchasers of securities acquired in a private placement subsequently 
desire to sell the securities, the offer and sale of securities must be through an 
authorized person and meet one of the following conditions. 
     The selling price of the securities is at least SAR.1,000,000,
146
 except that 
if this requirement cannot be met due to a decline in value of the securities 
since the original private placement, the offer and resale is permitted if the 
original price of securities at the time of the original offer was at least 
SAR.1,000,000.
147
 If however, the original price of such securities was less 
than SAR.1,000,000, they may still be offered or sold if the owner is selling 
all of his securities of that issuer to one person.
148
 Alternatively the securities 
may be offered or sold to a sophisticated investor.
149
 If neither of the above 
conditions is satisfied, the securities may only be offered or sold in a manner 
permitted by the Capital Market Authority.
150
 Purchasers of shares resold are 
subject to the same requirements for any further resale.
151
  Of course, these 
                                                 
144
Article 12 (f) of the Offers of Securities Regulations. 
145
 Article 17 of the Offers of Securities Regulations. 
146
Article 17 (a) (1) the Offers of Securities Regulations. 
147
 Article 17 (b) the Offers of Securities Regulations. 
148
 Article 17 (c) of the Offers of Securities Regulations. 
149
 Article 17 (a) (2) of the Offers of Securities Regulations. 
150
 Article 17 (a) (3) of the Offers of Securities Regulations. (The specific offer or sale is done 
in a manner specified by the Capital Market Authority).  
151
 See Article 17 (d) of the Offers of Securities Regulations. 
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restrictions on resale are not applicable to a class of securities listed on the 
Saudi Stock Exchange.
152
 
c. Public Offering 
     Any offer of securities will be regulated as a public offer if it does not fall 
within one of the categories of a private placement discussed above.
153
 When 
so regulated, the offer of securities must meet all the requirements and 
conditions of what is known as the Listing Rules,
154
 adopted by the Capital 
Market Authority in 2004.
155
 
     These Listing Rules initially include a requirement to file with the Capital 
Market Authority documents similar to those applicable when filing a 
registration pursuant to section 5 of the Securities Act of 1933. Moreover, also 
similar to the process in the United States, the actual offering of the shares 
may not proceed until approval of the Capital Market Authority is obtained. 
     In addition, the Listing Rules require continuous reporting obligations 
similar to those imposed by section 13 of the Securities Exchange Act of 
1934. For further information about securities offering in the Kingdom see 
charts A, B, and C. in Appendix III. 
                                                 
152
 Article 17 (e) of the Offers of Securities Regulations. 
153
 Article 7 of the Offers of Securities Regulations. 
154
 Article 8 of the Offers of Securities Regulations. 
155
 Available at the Capital Market Authority website 
http://www.cma.org.sa/En/Pages/Implementing_Regulations.aspx (last visited 12-15-2010). 
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4. Subscription of Capital 
a. Under the Existing Companies Act  
     For all corporations, there are minimum requirements concerning total 
subscription for shares that must be satisfied at the time of incorporation. 
These minimum requirements are at least SAR.10,000,000 in the case of 
publicly held corporations
156
 and 
 
at least SAR.2,000,000 for those that will be 
privately held.
157
  
     Moreover, by the date of incorporation, at least one half of these amounts, 
respectively, must have been paid to the corporation in cash or in kind.
158
 In 
addition, there is a further requirement that the corporation must have received 
at the time of the subscription of shares one quarter of the par value of shares 
to be issued for cash.
159
 A notation of the amount paid from the par value must 
be made on each share.
160
 
     Every shareholder is liable to the corporation for contributions he has 
undertaken to make, so if he fails to make them, he is liable for damages to the 
corporation arising from this delay.
161
 Successive owners will be jointly liable 
                                                 
156
 Corporations which offer their shares to the public. 
157
 Article 49 of the existing Companies Act; privately held corporations are those 
corporations that do not offer their shares to the public.  
158
 A corporation’s paid capital must not be less than half the minimum requirements (Article 
49 of the existing Companies Act); “only contributions in cash and in kind shall form the 
company's capital. Such capital may be modified only in accordance with the existing 
Companies Act and with such conditions set forth in the corporation’s articles of 
incorporation or bylaws as are not inconsistent with the existing Companies Act” (Article 3 of 
the existing Companies Act). 
159
 Article 58 of the existing Companies Act. 
160
 Id. 
161
 Article 5 of the existing Companies Act. 
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with the prior owner for one year from registering the transfer of ownership of 
the share in the share register, after which time the prior owner is no longer 
liable.
162
 If the shareholder fails to pay the price, the board of directors may 
notify him through registered mail and then sell the share in an auction.
163
 
     The amount collected from the subscription must be deposited in the name 
of the corporation in one of the banks designated by the Minister of 
Commerce and the funds may not be transferred other than by the board of 
directors, and only after the announcement of incorporation
164
by the 
Minister’s decision.
165
  
b.     Under the Proposed Companies Act  
     The minimum capital requirements for both publicly and privately held 
corporations will be subject to a new test under the proposed Companies Act. 
The test is that a corporation’s capital on its incorporation needs to be 
sufficient to achieve its object.
166
 Thus, a corporation’s minimum capital 
requirement is more flexible and can be substantially reduced to not less than 
                                                 
162
 Article 110 of the existing Companies Act; under the proposed Companies Act, there is no 
joint liability for the share price among successive shareholders and Article 117 (1) of the 
proposed Companies Act would read as “The shareholder must pay the share price in the 
specified dates and if he fails to pay the price in time, the board of directors after notifying 
him through the ways stated in the bylaws or through registered mail, may sell the share in an 
auction or in the stock exchange, according to the situation,  based on the competent authority 
conditions.”  
163
 Article 110 of the existing Companies Act. 
164
 Article 58 of the existing Companies Act; the proposed Companies Act states that all 
payments of share price subscriptions must be put under the name of the corporation that is 
under incorporation in one of the licensed banks in the Kingdom and no one can use the 
money except the board of directors of the corporation after the publication of the decision 
announcing the incorporation of the corporation (Article 59 of the proposed Companies Act). 
165
 Discussed below in  II. C. 6. 
166
 Article 54 of the proposed Companies Act. 
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SAR.500,000 if this amount satisfies the sufficiency test.
167
 As noted above, 
this is from a minimum of at least SAR.10,000,000 in the case of publicly 
held corporations under the current Companies Act and 
 
at least 
SAR.2,000,000 for those that will be privately held.  
     In addition, at least one fourth of the corporation’s capital must be paid 
upon incorporation.
168
 This percentage is of the whole capital and not just a 
percentage of the minimum capital requirements. The remainder of the 
monetary shares price that has not been paid must be paid within five years 
from the shares’ issuance date.
169
  
5. Founders Meeting 
     Subscription to shares by incorporators or shareholders represents 
acceptance of the corporation’s bylaws and agreement to resolutions of 
shareholders meetings, subject to the Companies Act and to the corporation’s 
bylaws, whether the shareholder is present or absent in such meetings or he 
agrees or disagrees to such resolutions.
170
 
Article 96 of the existing Companies Act provides: 
Subscription for or ownership of stock shall imply that the (subscriber or) 
stockholder accepts the company's bylaws and  will  abide  by  the  resolutions 
adopted  by stockholders meetings in conformity with the provisions of [this 
act] and the company’s bylaws, whether in his presence or absence, and 
whether he has voted for or against them. (alteration to the original in the 
quoted text) 
                                                 
167
 Id. 
168
 Id. 
169
 Article 106 (2) of the proposed Companies Act. 
170
 Article 96 of the existing Companies Act. 
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a. Notification of the Meeting 
(1) Under the Existing Companies Act  
     The incorporators are required to call this meeting in the manner stated in 
the corporation’s proposed bylaws.
171
 The meeting may be held no earlier than 
fifteen days after the call date.
172
 
     Subject to the further requirements that if shares are to be issued for non-
cash consideration,
173
 or if there are to be special privileges for the 
incorporators or others,
174
 the meeting must not convene until fifteen days 
after filing of a report by an expert appointed by the General Department of 
Companies,
175
 verifying the valuation of the non-cash consideration and 
                                                 
171
 Article 61 of the existing Companies Act.  
172
 Id. 
173
 Discussed below in  D. 1. b. (1). The proposed Companies Act provides that  the incorporator 
who contributed a share in kind, such as contributing property,  is responsible for the 
truthfulness of the evaluation of his share (Article 56 of the proposed Companies Act). Also 
Article 61 of the proposed Companies Act provides that: [translation by author] 
1- If there are shares in kind, the application to incorporate must be accompanied by a 
report by one or more authorized experts or appraisers showing estimation to the fair 
value to such shares. 
2- The incorporators must place a copy of this report at the head office of the 
corporation at least fifteen days before the founders assembly and any person with 
status has the right to access such report.  
3- This report must be given to the founders assembly for deliberation.  If the assembly 
decides to lower the value for shares in kind, the holders of such shares must agree to 
this reduction of the price of such shares in the meeting. If they refuse to accept this, 
the contract will be deemed not existing to all of its parties. 
174
 Article 60 of the existing Companies Act. For example, Article 103 of the existing 
Companies Act provides in part: 
"Shares shall carry equal rights and obligations. 
     Nevertheless, a general meeting may, in the absence of any restraining 
provision in the company's bylaws, resolve to issue preferred shares of stock or 
to convert common shares of stock. 
     Preferred shares may vest their holders with priority in receiving a certain 
dividend and/or in recovering their paid- in capital upon liquidation, or with 
any other benefit, but no multiple-vote shares may be issued." 
175
 Article 61 of the existing Companies Act. 
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appraising the justifications for the granting of the special privileges and the 
evaluation of factors thereof,
176
 in the principal office of the corporation.
177
 
(2) Under the Proposed Companies Act  
     For privately held corporations, the founders meeting must occur no later 
than forty five days after the Ministry of Commerce’s authorization to seek 
incorporation.
178
 In the case of publicly held corporations, the forty five day 
period begins on the date of the closing of the offering of shares, subject to the 
corporation’s bylaws.
179
In addition, the time between the date of publication 
of the notice of meeting and the date of the meeting may not be less than three 
days for privately held corporations or less than ten days for publicly held 
corporations.
180
    
b. Quorum and Voting Requirements for the Meeting 
(1) Under the Existing Companies Act  
     The founders meeting must be attended by shareholders owning at least 
half of the shares of the corporation and resolutions may be adopted by the 
vote of the majority of shares represented in the meeting.
181
 If a quorum is not 
present, another meeting must be called no sooner than fifteen days from the 
                                                 
176
 Article 60 of the existing Companies Act. 
177
 Article 61 of the existing Companies Act.  
178
 Article 62 (1) of the proposed Companies Act. 
179
 Id. 
180
 Id. 
181
 Article 61 of the existing Companies Act. 
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call to the meeting date.
182
 For that meeting, there is no quorum 
requirement.
183
 
      Minutes of the meeting must be signed by the chairperson of the meeting, 
the secretary, and the teller, and the incorporators must send a copy to the 
General Department of Companies.
184
 
(2) Under the Proposed Companies Act  
(a) First Proposal 
     If a quorum is not present within one hour after the designated time of the 
meeting, a second meeting must be convened after one additional hour, for 
which meeting there is no quorum requirement.
185
 
(b) Second proposal  
     If a quorum is not present, the second meeting will be subject to the same 
procedure for holding such meeting under the current Companies Act.
186
 
However, a second meeting may be held after an hour from expiration of the 
time specified for the first meeting to be convened
187
 if permitted under the 
bylaws of the corporation and the notice of the meeting indicates that such 
                                                 
182
 Id. 
183
 Id. 
184
 Id; under the proposed Companies Act, the founders assembly must select a chair to the 
assembly, a secretary and a person that collects votes. The decisions of the founders assembly 
are passed by simple majority to those votes represented in it. The chair, secretary and the 
person that collect votes must sign the meeting minutes. The incorporators must send a copy 
of the meeting’s minutes to the Ministry and to the Capital Market Authority if it is a publicly 
held corporation (Article 62 (3) of the proposed Companies Act). 
185
 Article 62 (2) of the proposed Companies Act. 
186
 Id. 
187
 A similar proposed language applies in  II. E. 2. h. (1). (b). ii) and  II. E. 2. h. (2). (b). ii). 
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second meeting might occur.
188
 For that meeting, there is no quorum 
requirement.
189
 
c. Purpose190 
     The companies Act specifies six purposes for the founders meeting: (1) 
Ascertaining that the capital has been subscribed for in full and that the 
minimum capital has been paid up in full and to the extent of the amount 
payable on the value of each share;
191
 (2) approval of bylaws
192
 or drafting the 
final provisions of the company’s bylaws;
193
 (3) discussion and approval of 
pre-incorporation transactions;
194
 (4) selection of board members, if not 
appointed in the articles of incorporation or bylaws, for terms which may not 
                                                 
188
 Article 62 (2) of the proposed Companies Act. 
189
 Id. 
190
 Article 62 of the existing Companies Act; the purpose of the meeting under the proposed 
Companies Act is to do the following things: 
(1) Verifying subscription of all the corporation’s shares and payment of the minimum 
capital requirement including the required minimum price per share (quarter of the 
nominal value of the monetary share); 
(2) Making deliberation on the shares in kind report; 
(3) Approval of the bylaws of the corporation; 
(4) Discussion and approval of the pre-incorporation transactions and any fees incurred; 
(5) Selection of the board members, to terms which may not exceed five years, if the 
members have not been designated in either the articles of association or the bylaws; 
and 
(6) Selection of the auditor for the corporation if not designated in either the articles of 
association or the bylaws. (Article 63 of the proposed Companies Act). 
The Ministry may send to the founders meeting one or more representatives as observers 
to make sure that the law is followed (id.) 
191
 Article 62 (1) of the existing Companies Act. 
192
 Article 62 (2) of the existing Companies Act; except that it may not introduce fundamental 
alterations to the bylaws submitted to it except with the approval of all the subscraibers 
represented thereat.  
193
 Id. 
194
 Article 62 (4) of the existing Companies Act. 
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exceed five years;
195
 (5) selection of an auditor, if not appointed in the articles 
of incorporation or bylaws;
196
 and (6) approval of evaluation of shares issued 
for non-cash consideration or special privileges.
197
  
     If the capital includes shares for non-cash consideration or special 
privileges, the General Department of Companies must, at the request of the 
incorporators, appoint one or more experts.
198
 The expert ascertains the 
correctness of the evaluation of non-cash consideration/contribution, appraises 
the justifications for the granting of the special privileges, and sets forth the 
evaluation factors thereof.
199
 
     The expert’s report must be submitted within thirty days to the General 
Department of Companies unless extended another thirty days upon the 
request of the expert.
200
 
     The General Department of Companies must send a copy of the expert’s 
report to the incorporators who must communicate it to the subscribers at least 
fifteen days prior to the holding of the founders meeting.
201
 This report must 
also be filed at the corporation’s principal office and every interested party is 
entitled to review it.
202
  
                                                 
195
 Article 62 (3) of the existing Companies Act; the general assembly appoints board 
members for the period stated in the bylaws for a term of no more than three years (Article 66 
of the existing Companies Act). 
196
 Article 62 (3) of the existing Companies Act. 
197
 Article 60 of the existing Companies Act. 
198
 Id. 
199
 Id. 
200
 Id. 
201
 Id. 
202
 Id. 
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     The report must be laid before the founders meeting for deliberation.
203
 If 
the meeting resolves to reduce the value fixed for the shares issued for non-
cash consideration, or to decrease the special privileges granted, such 
reduction must be approved during the meeting in two separate votes. 
     First, the reduction in value must be approved by the vote of a two-thirds 
majority subscribers other than those intending to pay for their shares with 
non-cash consideration or the beneficiaries of special privileges subject to that 
report.
204
 If the report is approved, any reduction in valuation must then be 
agreed to by the subscribers of shares issued for non-cash consideration or the 
beneficiaries of such special privileges.
205
 If they refuse to approve the 
reduction, the corporation’s articles of incorporation are considered to be null 
and void with regard to all its members.
206
  
6. Application to the Minister of Commerce to Declare the 
Incorporation207 
     Within 15 days after the founders meeting, the incorporators are required 
to submit an application to the Minister of Commerce requesting him to 
                                                 
203
 Id. 
204
 Article 61 of the existing Companies Act. 
205
 Article 60 of the existing Companies Act. 
206
 Id. 
207
 Article 63 of the existing Companies Act. Under the proposed Companies Act, within 15 
days after the founders meeting, the incorporators are required to submit an application to the 
Ministry requesting it to announce the incorporation and attach the following documents:  
(1) Acknowledgment of the subscription of all the corporation’s shares and the amount 
that has been paid from the shares price. 
(2) Minutes of the founders meeting and its resolutions. 
(3) The corporation’s bylaws approved by the founders meeting. (Article 64 of the 
proposed Companies Act). 
63 
 
announce the incorporation and to attach the following documents: a. 
acknowledgment of the subscription of capital, including the names of 
subscribers and number of shares subscribed by each and the amount of 
subscription paid;
208
 b. minutes of the founders assembly;
209
 c. the 
corporation’s bylaws approved by the founders assembly;
210
 and d. resolutions 
adopted at the founders assembly concerning the incorporators report, 
evaluation of any non-cash subscription and special privileges, and 
appointment of board members and auditor if not designated in the articles of 
incorporation or bylaws.
211
  
     On the date of issuance of the Minister’s decision declaring its 
incorporation, the corporation acquires its existence as a legal entity.
212
 The 
corporation is then considered duly incorporated, will be bound by its 
incorporators’ acts, and will be liable for all expenses incurred during the 
incorporation period.
213
 From that day, any action to invalidate the company 
                                                 
208
 Article 63 (1) of the existing Companies Act.  
209
 Article 63 (2) of the existing Companies Act. 
210
 Article 63 (3) of the existing Companies Act. 
211
 Article 63 (4) of the existing Companies Act. 
212
 Article 64 of the existing Companies Act; AL-SHARĪF & AL-QURASHĪ, supra note 68, 
at.237; ḤAMD ALLĀH,  supra note 88, at 279. Under the proposed Companies Act,  this will 
take effect after  publication of the Ministry’s decision announcing its incorporation and 
registering it in the Commercial Register. The corporation is then considered lawfully 
incorporated, will be bound by its incorporators’ acts on account and will be liable for all 
expenses incorporators have incurred during the incorporation period. 
     The corporation will validate and no contest to the validity of the corporation will be heard 
based on violation of the company law or on its contract or its bylaws (Article 66 of the 
proposed Companies Act) 
213
 Article 64 of the existing Companies Act. 
64 
 
by reason of any violation of the provisions of the Companies Act or of its 
articles of incorporation or bylaws will be barred.
214
  
      In the case of a failure to properly incorporate, subscribers have the right 
to have their subscriptions returned and the incorporators will be jointly liable 
for returning the subscriptions and for damages, if necessary.
215
 Moreover, 
incorporators are liable for all fees incurred in the incorporation process, and 
are jointly liable to any third person for obligations incurred during the 
incorporation period.
216
 
                                                 
214
 Id; under, Article 60 (2) of the proposed Companies Act removes any doubt that the 
corporation must not do its business except after the completion of the incorporation’s 
procedures and receiving the final license to do business from the competent authority if 
required. 
215
 Article 64 of the existing Companies Act; under the proposed Companies Act, in the case 
of a failure to properly incorporate, the subscribers have the right to have their payments 
returned. Banks which the incorporation was made through must urgently return to each 
subscriber the amount he paid. (Article 67 of the proposed Companies Act) 
216
 Article 64 of the existing Companies Act. 
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7. Post-Incorporation Requirements 
a. Publication of the Minister’s Decision Declaring 
Incorporation
 217
 
     Publication in the Official Gazette of the Minister’s decision announcing 
incorporation must include the articles of incorporation and the bylaws.
218
 
b. Registration in Commercial Register219 
     The corporation must be registered in the Commercial Register. 
c. Registration in the Register of Companies 
     No later than fifteen days after issuance of the Minister’s decision, the 
board of directors must also separately register the corporation in the Register 
of Companies at the General Department Of Companies.
220
 The registration 
                                                 
217
 Under the proposed Companies Act, it is made easier (Article 65 of the proposed 
Companies Act)  
(1) The Ministry issues the decision announcing the incorporation after making sure of 
completion of all requirements of this law as to incorporating a corporation and this 
decision must be published in the Ministry’s website. 
(2) No later than fifteen days after issuance of the Ministry’s decision, the board of 
directors must also register the corporation in the Commercial Register. The 
application must include the following information: 
(a) Name of the corporation, its objects, principal office, address and its duration; 
(b) Name, address, occupation and nationality of incorporators;  
(c) Share types, price, number and paid capital; 
(d) The date and number of the Ministry’s decision to license to permit incorporation of 
the corporation and  
(e) The date and number of the Ministry’s decision announcing incorporation of the 
corporation. 
218
Article 65 of the existing Companies Act, AL-SHARĪF & AL-QURASHĪ, supra note 68, at 
238. 
219
 Article 65 of the existing Companies Act. The corporation enters into Commercial Register 
following completion of the required forms and payment of the fees (i.e. 8000 Saudi Riyals 
every five years( levied on the corporation. Ministry of Commerce website, 
http://www.commerce.gov.sa/english/moci.aspx?Type=8&PageObjectId=819 (last visited 
2009) 
220
 Article 65 of the existing Companies Act. 
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application must include the following information:
221
 (1) name of the 
corporation, its objects, principal office address and its term; (2) name, 
address, occupation and nationality of incorporators; (3) share classes, value, 
number of capital shares authorized, amount offered for public subscription, 
amount subscribed by incorporators, paid-in capital and negotiability 
restrictions; (4) method of sharing in profits and losses; (5) specific data of 
shares in kind, rights for these shares and special privileges for incorporators 
or other persons; (6) the date of Royal Decree authorizing seeking 
incorporation if the corporation was one of the corporations mentioned above 
in  II. 2. 0 on page 44 and the number of the Official Gazette issue in which it 
was published; and (7) the date of the Minister’s decision declaring 
incorporation of the corporation and the number of the Official Gazette issue 
in which it was published.
222
  
D. Corporation’s Securities Including Debt and 
Capital Changes 
1. Corporate Shares 
a. Multiple Classes of Shares Permitted 
     Article 48 of the Companies Act provides that “the capital of a corporation 
shall be divided into negotiable shares of equal value.” Nevertheless, a Saudi 
                                                 
221
 The registration information is provided in Article 65 of the existing Companies Act. 
222
 This applies to all corporations because all corporations need a Minister’s decision 
declaring them incorporated. 
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corporation is permitted to issue both common and preferred stock.
223
 
Moreover, there is a third category of interest in the corporation called 
founders shares, which are issued in exchange for a patent or a franchise 
received from a public entity. These shares differ than common and preferred 
shares. Article 113 provides that: 
Founders' shares shall not enter in the formation of the company's 
capital. Nor may their holders participate in the administration of 
the company, or in the preparation of accounts, or in stockholders 
meetings. They shall be subject to such resolutions as may be 
adopted by stockholders meeting in accordance with the 
provisions of [the Companies Act ] or of the company's bylaws, 
including those concerning depreciation and reserve funds, of 
whatever type and amount, extension of the company's term, 
dissolution of the company before the expiry of its specified term, 
increase or reduction of capital, redemption of capital stock, 
purchase of company stock, or the issue of shares with priority 
over profits. 
     Nevertheless, if the resolutions adopted by stockholder 
meetings entail alteration or cancellation of the rights attached to 
founders' shares such resolutions shall be valid only if approved 
by the holders of such shares at a meeting convened in accordance 
with the provisions governing stockholders special meeting. 
     The holders of founders' shares may, in accordance with the 
provisions of Article 97, contest the validity of resolutions of 
stockholders general or special meetings, if adopted in violation of 
the provisions of [the Companies Act ] or of the company's 
bylaws. (alteration to the original in the quoted text) 
 
     Founders Shares are discussed below at  II. D. 3 on page 88. 
(1) Rules Concerning Authorization of Preferred Shares: 
Under the Existing Companies Act  
     Article 103 of the Companies Act provides that: 
  
Shares shall carry equal rights and obligations. 
                                                 
223
 Article 103 of the existing Companies Act  
68 
 
     Nevertheless, a general meeting may, in the absence of any 
restraining provision in the company's bylaws, resolve to issue 
preferred shares of stock or to convert common shares to preferred 
shares of stock. 
     Preferred shares may vest their holders with priority in 
receiving a certain dividend and/or in recovering their paid-in 
capital upon liquidation, or with any other benefit, but no 
multiple-vote shares may be issued. 
     If the capital includes preferred sharres, [Sic] no new shares 
with prior preference to these may be issued except with the 
consent of a special meeting, formed in accordance with Article 
86, of the holders of the preferred shares who would be injured by 
such issue, and with the consent of a general meeting representing 
all classes of stockholders, unless the company's bylaws provide 
otherwise. This rule shall also apply upon alteration or 
cancellation of the priorities established in favor of preferred stock 
in the bylaws of the company. 
 
     The general assembly
224
 may issue classes of stock or convert the common 
stock into another class of stock if there is no restraining provision in the 
bylaws.
225
 It is permissible to create a class of stock that gives its holders 
priority in receiving a particular source of profit or a priority in recovering 
paid-in capital upon liquidation, or both, or any other benefit.
226
 However, it is 
not permissible to create shares giving multiple voting rights.
227
  
     The corporation may issue preferred shares that do not entitle holders to 
vote in shareholders meetings if provided in its bylaws and after approval of 
                                                 
224
 Except for matters falling within the jurisdiction of the extraordinary general assembly, 
which are  shareholders action concerning lawful amendments to the corporation’s bylaws  
and must occur in an extraordinary general assembly, the regular general assembly is 
competent  in all matters related to the corporation (Articles 84 and 85 of the existing 
Companies Act); shareholders meetings are further discussed below at  II. E. 2  
225
 Article 103 of the existing Companies Act. 
226
 Id. 
227
 Id. 
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the Minister of Commerce subject to the grounds specified by him.
228
 Non-
voting preferred shares may not exceed 50% of the capital of the 
corporation.
229
 The owners of non-voting preferred shares will have the right 
to share in the corporation’s net profits that are distributed to common 
shares.
230
 In addition, they will have: (a) the right to receive a certain 
percentage of the net profits of not less than 5% of the nominal value of 
shares, after putting aside a legal reserve and before any distribution of any 
corporate profits;
231
 (b) the right also, to have a priority in the recovery of the 
value of their shares in the capital upon the liquidation of the corporation and 
to obtain a certain percentage of the residual.
232
 
     The corporation may purchase non-voting preferred shares in accordance 
with the manners and grounds stated in the corporation’s bylaws, but the 
bylaws must not contain any provision forcing a shareholder to sell his 
shares.
233
 Obviously, these shares are not included in the calculation of the 
required quorum for the general and extraordinary general assembly of the 
corporation.
234
  
     In the absence of dividends for any fiscal year, dividends may not be paid 
for the following years, until paying at least 5%, discussed immediately 
above, to those shareholders holding these non-voting preferred shares for that 
                                                 
228
 Article 108 (2) of the existing Companies Act. 
229
 Id. 
230
 Id. 
231
 Article 108 (2) (a) of the existing Companies Act. 
232
 Article 108 (2) (b) of the existing Companies Act. 
233
 Article 108 (2) of the existing Companies Act. 
234
 Id. 
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year (cumulative dividend).
235
 If the corporation fails to pay that percentage 
mentioned above for a period of three consecutive years, it is permissible for a 
special assembly of owners of such shares, subject to the same meeting 
requirements of the extraordinary general assembly, to decide to take 
action.
236
 They have the power under the existing Companies Act to decide 
whether to attend meetings of the general assembly of the corporation and 
participate in the general assembly’s voting or to appoint their representatives 
on the corporation’s board of directors in a number that reflects their share 
percentage in the corporation’s capital until the corporation pays the entire 
priority share amount in the profits for the previous years.
237
 
     The amendment or elimination of the priority rights assigned to a class of 
preferred shares in the corporate bylaws, and issuance of a new class of stock 
that has priority over existing classes, is prohibited unless
238
 consented to 
separately by the class adversely affected
239
 and also at a general assembly at 
which all classes of shareholders are represented, unless the bylaws of the 
corporation state otherwise.
240
  
                                                 
235
 Article 108 (3) of the existing Companies Act. 
236
 Id. 
237
 Id. 
238
 Article 103 of the existing Companies Act. 
239
 Id; under the same meeting requirement of the extraordinary general assembly. (Articles 
103 and 86 of the existing Companies Act). 
240
 Article 103 of the existing Companies Act. 
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(2) Rules Concerning Authorization of Preferred Shares: 
Under Both Proposals to the Companies Act  
      There is no comparable provision to Article 103 of the existing Companies 
Act. The only provision, Article 114 of the proposed Companies Act, is 
comparable to Article 108 (2) of the existing Companies Act, which 
authorizes the issuance of nonvoting preferred shares. The extraordinary 
general assembly, based on a provision in the corporation’s bylaws and 
subject to basis set forth by the competent authority, may issue classes of 
stock or convert the common stock into preferred stock and convert preferred 
stock to common stock and these preferred shares do not give the right to vote 
in general assemblies.
241
 
(3) Under the Second Proposal to the Companies Act  
     Preferred shares give holders the right to receive a larger percentage than 
those given to common stockholders in the corporation’s net profits after 
setting aside the legal reserve.
242
 
                                                 
241
 Article 114 of the proposed Companies Act. 
242
Id; 10% of the net profit must be put aside by the board of directors to create a legal reserve 
for the corporation. However, putting aside this percentage may be stopped by the general 
assembly if the reserve exceeds 50% of the corporation‘s capital (30% of paid capital under 
Article 128 of the proposed Companies Act) It is permissible to have a provision in the 
bylaws to put aside some percentage of the net profits to create a conventional reserve 
dedicated to the purposes stated in bylaws (Article 125 of the existing Companies Act). The 
general assembly, when determining the dividend out of the net profit, may resolve to create 
other reserves in the amount that serve the corporation interest or secure-as far as possible- 
distribution of steady dividend to the shareholders. The general assembly may deduct from 
the net profits sums to create social organizations to its workers and employees or to help 
those already created organizations. (Article 125 of the existing Companies Act);  
     The legal reserve is used to cover the corporation‘s losses or to increase its capital. When 
this reserve exceeds 50% of the corporation’s capital (30% of paid capital under proposed 
Companies Act), then the general assembly may decide to distribute the excess amount to the 
72 
 
b. Issuance of Shares 
(1) Cash or Non-Cash Consideration243 
(a)      Under the Existing Companies Act  
     Cash shares are those paid in cash upon subscription. Shares in kind must 
have been paid in full before being delivered to shareholders.
244
  Subscription 
of Capital is discussed in  II. C. 4. a above on page 54. 
(b)      Under the Proposed Companies Act  
      Shares in kind are issued only after receiving their full value and those 
shares are not delivered to their owner except after full transfer of the 
consideration to the corporation.
245
  
(2) Par (Nominal) Value 
     The par value (nominal value) of a share can be no less than SAR.50.
246
 
Shares may not be issued at less than par value.
247
 
                                                                                                                               
shareholders in years that the corporation does not make net profits sufficient to distribute to 
shareholders the amount assigned to them in the corporation’s bylaws (Article 126 of the 
existing Companies Act). The conventional reserve may not be used except with a resolution 
from the extraordinary general assembly (Article 126 of the existing Companies Act). 
However, if this reserve is not dedicated (earmarked) for a specific purpose, then the general 
assembly based on a recommendation from the board of directors, may use it for what 
benefits the corporation (or its shareholders under Article 129 of the proposed Companies 
Act).  
     Under Article 129 (3) of the proposed Companies Act, the general assembly may use 
retained profits and the conventional reserves that are capable of being distributed to pay the 
unpaid remainder of the share’s price or part of this price given that this will not violate the 
principle of equality between shareholders. 
243
 Article 99 of the existing Companies Act. 
244
 Article 60 of the existing Companies Act. 
245
 Article 106 (3) of the proposed Companies Act. 
246
 Article 49 of the existing Companies Act. Under Article 105 (2) of the proposed 
Companies Act the par value for shares is reduced to10 Saudi Riyals and the Minister may 
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(3) Issuance for Greater Amount 
     Shares are issued at a premium over par when the bylaws so provide or if 
approved by the general assembly. When so issued, the difference in value 
must be added to the statutory reserve, even if the reserve has reached the 
maximum limit prescribed in the Companies Act.
248
  
(4) Registered or Bearer Form 
(a) Under The Existing Companies Act  
     A corporation’s shares may be issued to a registered holder or to bearer, 
and if they are issued to a registered holder they must remain registered until 
their value has been paid in full.
249
 
     Transfer of registered or bearer form shares for non-listed corporations is 
subject to Article102 of the Companies Act which provides as follows: 
 Registered shares shall be transferred by means of an entry in the 
stockholders register kept by the company, which contains the 
stockholders'  names, nationalities, residence addresses, and 
                                                                                                                               
change this value after having an agreement with the Chairman of the Capital Market 
Authority Board. (Article 105 (2) of the proposed Companies Act). 
247
 Article 98 of existing Companies Act. 
248
 Id; These previous rules apply to interim certificates which are given to shareholders prior 
to the issuance of shares warrants. (id.); under the proposed Companies Act, the difference in 
value must be put under a separate item in shareholders equity rights and may not be 
distributed to shareholders as profits (roughly equivalent to capital in excess of par treatment 
of such in the United States). (Article 105 (3) of the proposed Companies Act); the 
legal/statutory reserve is discussed above in  II. D. 1. a. (3) and further in note 242 above. 
249
Article 99 of the existing Companies Act; Article 99 of the existing Companies Act 
provides in part:  
     A share may be (issued) to a registered holder or to "bearer".(In the former 
case) it must remain registered to a holder until its value has been paid up in 
full. 
     Share warrants shall state the amount paid up on the shares they comprise. 
Interim certificates shall remain registered in the holder's name until they are 
exchanged for share warrants.  
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occupations; the (serial) numbers of the shares (held by them); 
and the amounts paid up on such shares. An annotation shall be 
made on the share warrant [stock certificate] to the effect that such 
entry was made. A transfer of title to any registered share shall be 
effective as far as the company or third parties are concerned only 
from the date of its entry in the said register. Shares to bearer are 
transferable by mere delivery. (Alteration to the original in the 
quoted text) 
 
(b) Under the Proposed Companies Act  
     A corporation’s shares must be registered shares.
250
 
c. Voting Rights 
(1) Under the Existing Companies Act  
     Pursuant to Article 108 (1) of the existing Companies Act, the holders of 
every share of common stock has the right to attend and vote at shareholders 
meetings pursuant to any appropriate provision in its bylaws, subject however 
to the limitation in Article 83, that bylaws may not prevent persons holding at 
least twenty shares from attending such meeting. Specifically, these Articles 
provide as follows: 
     Article 108 (1) 
 
A stockholder shall be vested with all the rights attached to [the 
share], specifically * * *, the right to attend stockholders meeting 
and participate in the deliberation and vote on the resolutions 
(proposed) thereat, * * * * in accordance with the terms and 
restrictions set forth in [the Companies Act ] or in the company's 
bylaws. (alteration to the original in the quoted text). 
 
     In part Article 83  
   
                                                 
250
 Article 105 (1) of the proposed Companies Act. 
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The bylaws of the company shall specify the (classes of) 
stockholders entitled to attend general meetings. Nevertheless, 
every stockholder who holds twenty shares shall have the right to 
attend, even if the bylaws of the company provide otherwise. 
     A stockholder may, in writing, give proxy to another 
stockholder other than a director to attend the general meeting on 
his behalf. 
 
     Article 107 of the existing Companies Act provides that 
  
A stockholder shall exercise the right of voting at general or 
special meetings in accordance with the provisions of the 
company's bylaws. Any stockholder entitled to attend 
stockholders meetings shall have at least one vote. The company's 
bylaws may prescribe a maximum for the number of votes vested 
in the holder of several shares.
251
 
 
     The practical effect of these requirements is that a person holding at least 
twenty shares must have at least one vote. It appears to be that the bylaws may 
not set the voting right lower than twentieth of a vote per share. Conversely, 
as stated in Article 107 above, the corporation’s bylaws may provide a limit 
on the number of votes given to a shareholder that holds several shares.
252
   
(2) Under the Proposed Companies Act  
     Revisions to current text of Article 107 of the existing Companies Act 
provide that each share will have one vote in general assemblies and that the 
bylaws may set a maximum number of votes with respect to a shareholder 
holding a proxy to vote several shares.
253
 
                                                 
251
 It is unknown to author how frequently the last option is used. 
252
 Article 107 of the existing Companies Act. 
253
 Article 113 of the proposed Companies Act. It is unknown how frequently this option will 
be used. 
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Without including the twenty shares language, Article 86 (2) of the proposed 
Companies Act would provide that every stockholder shall have the right to 
attend general assemblies, even if the bylaws of the company provide 
otherwise. 
d. Dividends 
     Ownership of shares entitles a shareholder to the right to obtain a share in 
the profits declared for distribution.
254
 
     The corporation’s bylaws must specify the percentage of net profits that 
must be distributed to shareholders after putting aside the corporation’s legal 
and conventional reserves.
255
 However, this percentage may not be less than 
5% of the corporation’s capital. The Companies Act requires shareholders to 
approve dividends.
256
 “A stockholder shall be entitled to his share in the 
profits (i.e. dividends) as soon as the general assembly adopts a resolution on 
the allocation (of profits).”
257
  
                                                 
254
 Article 108 (1) of the existing Companies Act. 
255
 Article 127 of the existing Companies Act. 
256
 Id. 
257
 Id; under the proposed Companies Act, there is no 5% minimum. In addition, under the 
proposed Companies Act: 
(1) The corporation’s bylaws must state the percentage of net profits that must 
be distributed to shareholders after putting aside the corporation’s legal and 
other reserves. 
(2) The shareholders will earn their share in the profits in accordance with the 
general assembly’s resolution in this regard. The resolution must state the 
maturity date and the date of distribution. The priority in profits is to 
recorded owners of shares in the shareholders’ records at the end of the 
maturity date. The competent authority specifies the maximum period in 
which the board of directors must carry out the general assembly’s 
resolution in this regard. (Article 130 of the proposed Companies Act) 
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e. Negotiability of Shares   
     In general, shares are freely negotiable,
258
 but restrictions may apply in 
certain cases. 
(1) Mandatory Restrictions 
(a) Shares Subscribed for by the Incorporators or 
Non-Cash Shares  
(i) There are legal restrictions on transferability of shares issued for cash 
to incorporators or shares in kind, as those issued for consideration 
consisting of property, regardless of the identity of the purchaser. Such 
shares are nontransferable for two full twelve-month fiscal years after 
incorporation.
259
 A notation must appear on the share certificate 
indicating its class, the date of incorporation and the restricted period. 
However, this restriction does not apply to transfers of incorporators’ 
shares issued for cash to another incorporator, to a director to hold it as 
                                                 
258
 Article 48 of the existing Companies Act; under Article 109 of the proposed Companies 
Act 
(1) Transferability of shares of privately held corporations is made through marking this 
in the shareholders’ registry made by the corporation or by someone contracted to 
prepare it 
     Transferability of corporations’ shares which are listed on the exchange is subject to the 
rules of the Capital Market Law. Article 9 (d) of the Listing Rules, Conditions relating to 
securities, states that “The securities must be transferable and tradable. Any restriction on 
transferability must be approved by the Authority and all investors must be provided with 
appropriate information to enable dealings in such securities to take place on an open and fair 
basis.”  
259
 Article 100 of the existing Companies Act. 
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a qualification (guarantee) share,
260
 or to a third person from an heir of 
a deceased incorporator.
261
  
(ii) Under the Proposed Companies Act, the Capital Market Authority may 
increase or decrease the non-transferability period for incorporators 
shares for corporations that seek to list shares on the exchange.
262
 
(b) Board Members’ Shares  
     Within thirty days after becoming a director, every member of the board of 
directors is required to own and deposit at one of the banks designated by the 
Minister of Commerce shares worth at least 10,000 (SAR.).
263
 If he does not 
submit these shares in time, his directorship will be forfeited (null). These 
shares are held as a guarantee (bond) in the event the board member is held 
liable to the corporation based on claims for wrongful acts that cause 
prejudice to the body of shareholders.
264
   
                                                 
260
 Board Members shares is discussed below in  II. D. 1. e. (1). (b) 
261
 Article 100 of the existing Companies Act. Under the proposed Companies Act, it is also 
permissible in the case of having an execution on an incorporator’s estate because of 
insolvency or bankruptcy. However, the other incorporators will have priority to buy those 
shares. (Article 107 of the proposed Companies Act). 
262
 Article 107 (4) of the proposed Companies Act. The mandatory restriction on 
transferability of shares in kind is not found under comparable provisions of the proposed 
Companies Act.  
     Article 107 of the proposed Companies Act, which is comparable to Article 100 of the 
existing Companies Act, does not include restrictions on transferability of shares in kind. 
However, the shares in kind are not issued until the fulfillment off all its value and it is not 
handled except after they are fully transferred to the corporation. (Article 106 (3) of the 
proposed Companies Act). 
263
 Article 68 of the existing Companies Act; as discussed below in  II. F. 2. a. (2). 0, under the 
proposed Companies Act there would be no provision requiring directors to own shares or to 
deposit shares as guarantee against personal liability to the corporation. 
264
 The shares are to be held to the later of the end of the period that a claim can be heard or 
until a verdict is rendered, Article 68 of the existing Companies Act. 
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(2)  Additional Permissible Restrictions 
     The bylaws of the corporation may include additional restrictions on the 
negotiability of shares but these restrictions may not amount to total restraints 
on alienation.
265
 
f. Repurchase By Corporation 
(1) Under the Existing Companies Act  
     Article 105 of the existing Companies Act governs repurchase by a 
corporation of its own shares. 
     The corporation may only purchase its shares to redeem them, reduce 
capital, or purchase them as part of an estate whose assets and liabilities are 
purchased as a whole by the corporation.
266
 
(2) Under the Proposed Companies Act  
     Article 112 (1) of the proposed Companies Act, which also governs both 
repurchases by a corporation of its own shares and pledges to the corporation 
of its own stock, would provide as follows: [translation by author] 
The corporation (company) may purchase its shares or accept 
them as security subject to measures laid down (set) by the 
competent authority, and the shares which the corporation 
purchases do not have votes in shareholders meetings. 
 
     It appears to be the intent of Article 112 (1) that the competent authority 
may issue rules governing the matters within its scope as well as having the 
                                                 
265
 Article 101 of the existing Companies Act. 
266
 Article 105 of the existing Companies Act. 
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authority to act on a case by case basis. Furthermore, the apparent policy of 
Article 112 (1) is to broadly liberalize the circumstances in which a 
corporation may purchase its own shares. In any case, on the basis of the plain 
meaning of the proposal, repurchased shares will not have the power to vote in 
shareholders meetings. 
g. Capital or Redeemed Shares 
     Capital shares are shares in their ordinary form. Article 104 of the 
Companies Act provides that a corporation’s bylaws may provide that capital 
shares may be redeemed while the corporation is a going concern if its 
business involves wasting assets or it is otherwise based on temporary rights, 
such as patents. 
     Shares may be redeemed only out of profits or a reserve fund established 
for that purpose.
267
 The redemption may be accomplished by purchasing the 
shares at par or at a discount from par, in either case by lot or by a procedure 
that ensures equal treatment among stockholders.
268
 Once they are redeemed, 
the shares may be reissued. The bylaws may also provide for the issuance of 
“reimbursed shares”, with such rights as the bylaws may provide, to the 
holders of shares redeemed by lot.
269
 If this is done, the corporation must 
designate a percentage of its annual net profit for distribution to the holders of 
unredeemed shares, payable in priority to any payment due the reimbursed 
                                                 
267
 Article 104 of the existing Companies Act. 
268
 Id. 
269
 Id. 
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shares.
270
 Similarly, upon dissolution, the unredeemed shares have priority 
over the reimbursed shares to the extent of the par value of the unredeemed 
shares.
271
 
h. Pledges of Shares 
(1) Under the Existing Companies Act  
     The corporation may not accept its shares as security for any obligation 
owed to it except for any shares of a member of the board of directors given as 
a pledge to the corporation against liability to the corporation (i.e., directors’ 
qualification shares).
272
 Shares so pledged do not have the power to vote at 
shareholders meetings.
273
 
     The matter of a shareholder’s right to pledge shares to any party other than 
the corporation is not addressed in the existing Companies Act. 
(2) Under the Proposed Companies Act  
     Under paragraph (1) of Article 112 of the proposed Companies Act, a 
corporation may accept its own shares as security under any circumstances 
subject to any rules established by the Competent Authority. Moreover, 
paragraph (2) of Article 112 of the proposed Companies Act would regulate 
the matter of shareholders’ pledges to parties other than the corporation. 
Under Article 112 (2), any share would be permitted to be pledged subject to 
                                                 
270
 Id. 
271
 Id. 
272
 Article 105 of the existing Companies Act. 
273
 Id. 
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conditions set by the Competent Authority, and the creditor would have the 
right to receive profits and exercise the rights of pledged shares unless the 
contract between the parties states otherwise, except that the creditor could not 
attend shareholders meetings or vote in those meetings.
274
  
i. Joint Ownership 
     If a share is owned jointly by multiple persons, they need to choose a 
person to represent them such as in the shareholders meeting as such shares 
are indivisible as far as the company is concerned.
275
 Joint owners are jointly 
liable for all shareholder obligations.
276
 
j. Liquidation 
     Ownership of shares entitles a shareholder to the right to obtain an equity 
in the corporation’s assets upon liquidation.
277
 
k. Inspection 
(1) General Right of Inspection 
     Without elaboration, the Companies Act provides that shareholders have 
the right of access to the company's books and other documents.
278
  
                                                 
274
 Article 112 (2) of the proposed Companies Act. 
275
 Article 98 of the existing Companies Act. 
276
 Id. 
277
 Article 108 (1) of the existing Companies Act. 
278
 Id. The translation should read as “request to peruse the corporation’s books and 
documents”. 
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(2) Special Right to Seek Judicial Investigation 
(a) Under the Existing Companies Act  
     While there is no comparable provision in the American law, under Saudi 
law shareholders have the statutory right to seek judicial investigation of 
corporate affairs. Article 109 provides such right to shareholders owning at 
least 5% of a corporation’s capital as follows: 
 “Stockholders representing at least 5% of the company's capital may request 
the [court] to investigate (the affairs of) the company if the acts performed by 
directors or auditors (in the conduct) of the company's affairs have aroused 
their suspicion. After hearing the directors and the auditors in camera, the said 
[court] may order an investigation of the company's management at the 
expense of the complainants, whom it may, if necessary require to submit a 
guarantee[.] [I]f it is proven that the complaint is valid, the [court] may order 
such precautionary measures as it deems fit and call a general meeting to 
adopt the necessary resolutions. In cases of extreme necessity, it may remove 
the directors and auditors, appoint a temporary manager, and specify his 
powers and the term of his commission.”
279
(alteration to the original in the 
quoted text). 
(b) Under the Proposed Companies Act  
     Only the “extreme necessity” requirement was omitted.
280
  
l. Supervision of Directors 
     Article 108 (1) of the existing Companies Act provides that shareholders 
have “the right to control [supervise]
281
 the acts of the board of directors * * *. 
This complex topic is discussed in greater detail in part  II. F. 1. on page 122. 
                                                 
279
 Article 109 of the existing Companies Act.  
280
 Article 100 of the proposed Companies Act. 
281
 “Supervise” is used to translate the same Arabic word used in the English translation of 
Article 3 of the Corporate Governance Regulations, which is primarily a restatement of 
shareholders rights provided in Articles 108 (1) of the Companies Act, discussed below in 
 II. G. 6. c. (1). (a) 
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m. Suits Against Directors 
 
     Article 108 (1) also vests shareholders with the right “to institute the action 
in liability against the directors* * * *”
282
  
 
n. Contest of Resolutions of Shareholders Meetings. 
     Ownership of shares entitles a shareholder to the right to contest the 
validity of the resolutions adopted at shareholders assemblies.
283
 
2. Debt 
a. Debt Securities (Bonds): Attributes 
     When a Saudi corporation raises capital by borrowing money through the 
issuance of bonds it will be subject to both the existing Companies Act and 
the Capital Market Law. 
(1) Under the Existing Companies Act  
     Under the Existing Companies Act, bonds and issuance of bonds are 
subject to a few articles in Section III (Bonds). It is clear under Article 116 
that any Saudi corporation may lawfully issue bonds: 
A corporation may issue against the loans contracted by it 
indivisible negotiable bonds of equal value. 
 
                                                 
282
 In distinction to American law, under the existing Companies Act, an explicit right to sue 
directors is provided. 
283
 Article 108 (1) of the existing Companies Act; in addition, Article 108 (2 and 3) of the 
existing Companies Act addresses preferred shares rights and conditions as discussed above 
in  II. D 1. a. (1). (1). 
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The same Article also provides that: 
 
Bonds issued (in respect of) a single loan shall confer equal rights 
(upon the holder thereof). Any provision to the contrary shall be 
considered nonexistent. 
 
         Holders of debt securities have priority over equity holders.
284
 As is 
typically true with American debt securities, these securities lack voting 
rights; in general, they do not allow the holders the right to vote in 
shareholders’ meetings or to elect directors. 
      These bonds may be issued to a registered holder or to bearer, but a bond 
must remain registered to a holder until its value has been paid up in full to the 
corporation.
285
 
(a) Substantive Requirements for Issuance  
     The Companies Act contains detailed requirements that govern the 
issuance of bonds. First, the corporation’s bylaws must permit the issuance of 
bonds.
286
 Second, the general assembly must adopt a resolution authorizing 
issuance of the securities,
287
 setting the specific terms of the issue or 
delegating to the board of directors authority to set the specific terms.
288
 
Third, the resolution must be recorded in the Commercial Register and 
                                                 
284
 Equity holders are owners of the business and bond holders are creditors. Therefore debt 
holders have priority over shareholders. This treatment is applied in Article 114 when 
discussing founders shares attributes that “[u]pon liquidation, they may also be granted 
priority at the said percentage over the stockholder's equity in the company assets after 
payment of its debts.” 
285
 Article 116 of the existing Companies Act. 
286
 Article 117 of the existing Companies Act. 
287
 Id. 
288
 Article 118 of the existing Companies Act. 
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published in the Official Gazette before it is implemented.
289 
Fourth, the 
corporation’s entire capital must be paid in full.
290
 Fifth, the amount of bonds 
being issued may not exceed the corporation’s paid-in capital.
291
 Sixth, 
subscribers for any previous bond issue must have paid in full for such 
bonds.
292
  Finally, with certain exceptions,
293
 the value of new bonds plus the 
amount still due from the corporation under a previous bond issue may not 
exceed the paid-in capital.
294
  
b. Default in Payment of the Value of a Bond by Holders. 
     Article 122 of the existing Companies Act specifically provides that 
Article 110, discussed above in  II. C. 4. a on page 54 is applicable to 
bondholders who default in payment for their bonds as well as to 
stockholders.
295
  
     Article110 provides: 
 
 A stockholder is obligated to pay the value of (his) share on the 
dates set for such payment. Successive owners of a share shall be 
jointly liable for the payment of the value of such share. With the 
exception of the last holder, all of them shall be relieved of this 
liability after the lapse of one year from the date of registration of 
the transfer (transaction) in the stock register. 
     If a stockholder defaults in payment (of a call) when it 
be[c]omes due the board of directors may, after giving him notice, 
by registered letter, sell the share at a public au[c]tion. 
                                                 
289
 Id. 
290
 Article 117 of the existing Companies Act. 
291
 Id. 
292
 Id. 
293
 Real estate lending companies, agricultural and industrial banks and other corporations’ 
that are given license from the Minister of Commerce are not subject to this requirement. 
(id.). 
294
 Id. 
295
 Article 122 of the existing Companies Act. 
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Nevertheless. A defaulting stockholder may, up to the date fixed 
for the (public) auction, pay the amou[n]t due from him plus (all) 
the expenses incurred by the company. 
     The company shall recover from the proceeds of the sale such 
amounts as are due to it and shall refund the balance to the 
stockholder. 
     If the proceeds of the sale fall short of the amounts (due), the 
company shall have a claim on the entire fortune of the 
stockholder for the unpaid. The company shall cancel the share so 
sold[,] issue the  purchaser a new share (certificate) bearing the 
serial number of the cancelled share, and make a notation to this 
effect in the stock register. (alteration to the original in the quoted 
text). 
c. Rules Concerning Shareholders Resolutions Affecting 
Debt Holders 
     Shareholders resolutions applicable to bondholders may be adopted in 
either an extraordinary general assembly or a regular general assembly, except 
that resolutions that change the bondholders’ rights must also be ratified in a 
special meeting of holders of the affected bonds.
296
 That meeting will be 
subject to the same rules applicable to an extraordinary general assembly.
297
 
(1) Issuance Process Under the Capital Market Law 
     The Capital Market Authority is the agency responsible for regulating the 
issuance of all instruments that fall under the definition of securities.
298
 The 
                                                 
296
 See id. 
297
 See Articles 122 and 86 of the existing Companies Act. 
298
Article 5 (a) (2) of the Capital Market Law; the term “Securities” includes among other 
things convertible and tradable shares of companies, tradable debt instruments issued by 
companies or public organizations and any instruments representing profit participation rights, 
any rights in the distribution of assets; or either of the foregoing. (Article 2 of the Capital 
Market Law) 
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term “securities” is defined to include, among other things, debt 
instruments,299 defined as follows: 
 
[T]radeable instrument creating or acknowledging indebtedness 
issued by companies, the government, public institutions or public 
organisations, but excluding: 
1) an instrument creating or acknowledging indebtedness for the 
consideration payable under a contract for the supply of goods or 
services, or for money borrowed to defray the consideration 
payable under a contract for the supply of goods or services; 
2) a cheque, a bill of exchange, a banker’s draft or a letter of 
credit; 
3) a banknote, a statement showing a balance on a bank account, 
or a lease contract or any other evidence of disposition of 
property; and 
4) a contract of insurance. 
 
     Under the definition of the term “securities”, bonds, to the extent they are 
tradeable, will be subject to the Offers of Securities Regulation,
300
discussed 
above
301
 in the same manner that the issuance of corporations’ shares are 
subject to that regulation. 
3. Interests in Profits Granted in Exchange for Patent or 
Franchise Rights, So-Called “Founders’ Shares” 
a. Definition and Requirements 
     A Saudi corporation may, if so authorized in its bylaws, issue shares to one 
or more persons in exchange for either patents or franchise rights which have 
                                                 
299
 Glossary of Defined Terms; see also Article 2 of the Capital Market Law. 
300
Article 3 of Offers of Securities Regulations. 
301
 In  II. C. 3. 
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been received by that person from the government or a government agency.
302
 
Shared issued in these circumstances are known as founders’ shares and will 
be referred to as such in this discussion. They are in fact different from 
ordinary common or preferred shares, as discussed below.  
b. Founders’ Shares Attributes  
     In general, the attributes of founders’ shares are required to be stated in 
either the corporation’s bylaws or the resolution of an extraordinary or regular 
general assembly authorizing the transaction, in which they are issued.
303
 
Founders’ shares are not considered as part of a corporation’s capital,
304
 and 
their holders do not have the right to participate in the administration of the 
corporation or in shareholders’ meetings.
305
 Holders of founders’ shares 
typically are entitled to a specific percentage of net profits. This percentage, 
however, may not exceed 10% of annual net profits after distribution of a 
dividend of not less than 5% of the paid-in capital to all existing 
stockholders.
306
 Holders of the shares may also be given a priority in 
liquidation after payment of all corporate debt.
307
 
                                                 
302
 Article 112 of the existing Companies Act. 
303
 Article 114 of the existing Companies Act. 
304
 Article 113 of the existing Companies Act. 
305
 Id. 
306
 Article 114 of the existing Companies Act. 
307
 Id. 
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(1) Negotiability 
     Founders’ shares are negotiable, but they are subject to the same initial 
restrictions on transferability as shares subscribed to by incorporators, 
discussed above in part  II. D. 1. e. (1). (a) on page 77.
308
 Also, the bylaws may 
impose additional restrictions on transferability, as discussed above in part 
 II. D. 1. e. (2) on page 79.
309
  
c. Registered Shares and Shares for Bearer 
     Founders’ shares may be issued in registered or bearer form.
310
 Transfer of 
founders’ shares is governed by Article 102 of the Companies Act, discussed 
above in part  II. D. 1. b. (4) on page 73. 
d. Joint Owners 
     Founders’ shares are subject to the same rules concerning joint ownership 
applicable to common and preferred shares, discussed above in part  II. D. 1. i on 
page 82. 
e.  Protection Against Shareholder Resolutions Affecting 
the Rights of Founders’ Shares  
     Founders’ shares are subject to resolutions lawfully adopted in 
shareholders’ assemblies, including resolutions concerning depreciation,  
reserves, extending corporate life, dissolving a corporation before the time 
                                                 
308
 See Article 112 of the existing Companies Act. 
309
See Articles 112 and 100 of the existing Companies Act. 
310
 Article 112 of the existing Companies Act. 
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stated in its bylaws, raising or lowering capital,  redeeming or repurchasing 
corporate shares, and  issuing preferred stock.
311
 Nevertheless, if the 
resolution seeks to cancel or modify any rights of the founders’ shares, the 
resolution will not be effective unless approved at a special meeting of holders 
of the shares.
312
 Such meeting will be subject to the requirements of a 
shareholders’ extraordinary general assembly.
313
  
f. Conversion to Other Shares 
     Founders’ Shares may be converted into shares if conversion is approved 
by the holders of the founders’ shares in an assembly that meets the 
requirements of an extraordinary general assembly.
314
 Such conversion may 
not occur until after expiration of the two-year period of non-negotiability 
prescribed by Article 100 of the existing Companies Act. Once the conversion 
takes place, however, the shares into which the founders’ shares were 
converted are freely negotiable.
315
 
                                                 
311
 Article 113 of the existing Companies Act. 
312
 Id. 
313
 Articles 113 and 86 of the existing Companies Act. Holders of founders’ shares have the 
right to raise nullification on shareholders resolutions not in accordance with the law or 
bylaws of the corporation. (Article 113 of the existing Companies Act). 
314
 Article 140 of the existing Companies Act. The extraordinary general assembly is 
discussed below at  II. E. 2. b. 
315
 Article 140 of the existing Companies Act. 
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g. Repurchase by the Corporation  
(1) At Any Time 
     A corporation may at any time from its net profits repurchase the founders’ 
shares at market price, if available, or at a price approved by the holders of the 
shares at a special meeting.
316
 That meeting is subject to the rules applicable 
to shareholders extraordinary general meetings.
317
 
(2) After Ten Years from Date of Issuance  
     By a resolution adopted by either an extraordinary general assembly or a 
regular general assembly the founders’ shares may be canceled upon the 
payment of fair compensation.
318
 This step may not be taken, however, until 
ten years have elapsed from the date the shares were issued. 
4. Capital Changes 
a. Capital Increases319 
(1) Authorization 
     The initial capital of the corporation must be fully paid before making any 
further increase to capital by issuing additional shares.
320
 After full payment 
                                                 
316
 Article 115 of the existing Companies Act. 
317
 See Articles 115 and 86 of the existing Companies Act. 
318
 Article 115 of the existing Companies Act. 
319
 Articles 136 to 142 of the proposed Companies Act govern capital increase including 
among other things changes that allow preemptive rights to be sold to other than the 
shareholder who has this right. 
320
 Article 134 of the existing Companies Act. 
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of the corporation’s initial capital, an increase to capital may be authorized by 
an extraordinary general assembly.
321
 
     If it is necessary to first increase the number of authorized shares, a 
resolution to do so must be adopted in a shareholders’ extraordinary general 
assembly.
322
 An increase in the number of authorized shares may occur, 
provided the initial capital has been paid in full. 
     The determination whether to issue authorized but unissued shares will be 
stated in either the extraordinary general assembly’s resolution authorizing the 
capital increase or by the board of directors if it is given that authority in the 
corporation’s bylaws or by the resolution. 
(2) Consideration for Newly Issued Shares 
     New shares may be issued in consideration of cash, non-cash 
consideration, or debt cancelation.
323
 
(a) Cash Consideration: Existing Shareholders’ 
Preemptive Right 
     Article 136 of the existing Companies Act provides in part: 
 
Stockholders shall have a pre-emptive right to subscribe for new 
cash shares, unless the company's bylaws provide for their waiver 
of this right or for its restriction. The Council of Ministers, on the 
recommendation of the Minister of Commerce, after agreement 
with the Minister of [F]inance and National Economy, may cancel 
or restrict the pre-emptive right in respect of the following 
companies: 
                                                 
321
 Id. 
322
 Id. 
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 Article 135 of the existing Companies Act. 
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 (a) Concessionary companies     
(b) Companies that manage a publis [sic] [public] utility. 
 (c) Companies that receive subsidy from the Government 
participates. 
          [(d) Companies in which the country is a shareholder.]
324
 [Sic] 
(e) Companies that are engaged in banking activities. 
     * * * * 
     This article shall not apply to petroleum and mineral 
companies which operate under special agreements issued by 
Royal Decrees. 
(alteration to the original in the quoted text). 
 
 
     Thus, the existing shareholders of most Saudi corporations will have 
priority at any time the corporation proposes to issue additional shares for 
cash consideration. 
i) Notification325 
     Notification to shareholders of their pre-emptive rights is through the 
publication in a daily newspaper of a notice describing the increase in the 
corporation’s capital and the conditions of subscription.
326
 However, 
notification can be made by registered letter if all of the corporation’s shares 
are registered.
327
 
                                                 
324
 In an oversight in the official translation, (d) was omitted from translation although it is 
found under the original Arabic text of Article 136 of the existing Companies Act. 
325
 Article 136 of the existing Companies Act. 
326
 Id. 
327
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ii) Required Shareholder Response  
     Shareholders wishing to exercise their pre-emptive rights must elect to do 
so in writing within fifteen days of the publication or notification noted 
above.
328
  
iii) Nature of Right329 
     New shares must be allotted to the subscribing shareholders on a pro rata 
basis.
330
 In the event not all shareholders fully exercise their preemptive 
rights, the unsubscribed shares must then be allocated on a pro rata basis to 
those shareholders who sought to subscribe to more than their initial 
allocations, provided that the number of shares allotted to any of them may 
not exceed the number of new shares for which he subscribed.
331
 Any 
remaining new shares may then be offered and sold by the corporation, 
subject to the same rules that were applicable during the corporate formation 
process.
332
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 See id. 
331
 See id. 
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(b) Non-Cash Consideration:333 Absence of 
Preemptive Rights 
     Article 136, discussed above, only provides preemptive rights for new 
shares issued for cash and does not apply to shares which are issued for non-
cash consideration. 
     The same rules would apply to the evaluation of non-cash consideration 
when increasing the corporation’s capital as are applicable when the 
corporation initially issues shares for non-cash consideration in the formation 
process. These rules are discussed above in part  II. C. 5. c on page 61.
334
 The 
existing shareholders acting in a regular general assembly play the role of the 
founders assembly (constituent general assembly) in applying these rules.
335
 
(c) Shares Issued in Exchange For Cancelation of 
Corporate Debt Obligations 
i) Ordinary Debt Obligations 
     The corporation may issue new shares in exchange for the cancelation of 
debts of specific amounts due and payable by the corporation.
336
 In this 
circumstance both the board of directors and the auditor must prepare and 
certify a statement about the origin of the debts and their amount.
 337
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ii) Outstanding Corporate Bonds338 
     An increase in capital can be made through the issuance of new shares in 
exchange for the cancelation of outstanding corporate bonds.
339
 
(d) In Exchange for the Cancelation of Founders’ 
Shares  
     An increase in capital can be made through the issuance of new shares in 
exchange for the cancelation of founders’ shares.
340
 
(e) Stock Dividends341 
     An additional way to increase capital is the capitalization of all or a portion 
of surplus reserve.
342
 In this situation, the newly issued shares must be in the 
same form and have the same terms as the outstanding shares.
343
 They must be 
distributed free of charge and in proportion to the number of original shares 
owned by each shareholder
344
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b. Capital Decreases (Reduction of Capital)345 
(1) The Corporation’s Capital Exceeds Minimum Capital 
Requirements 
     If the corporation’s capital exceeds the minimum capital requirement 
discussed in  II. C. 4. a above on page 54, it may reduce its capital to an amount 
not less than such requirement by a resolution adopted at a shareholders’ 
extraordinary general assembly.
346
 This resolution must, however, first be 
published in a daily newspaper that is distributed in the locality of the 
corporation’s principal office
347
 and offer creditors an opportunity to object 
within 60 days from the publication date.
348
 If any creditor objects within this 
period and submits appropriate documents to substantiate its claim, the 
corporation then must pay the amount owed to the creditor if it is due and 
payable or guarantee the debt by providing adequate security if it has not yet 
matured.
349
 
     The Companies Act provides the methods by which a corporation’s capital 
may be decreased. The first is a reduction in the par value of outstanding 
                                                 
345
 Capital decrease under the proposed Companies Act is governed by rules 143-147. The 
ways to decrease (reduce) a corporation’s capital is limited to two ways. These two ways are. 
1- Canceling a number of shares that match the amount that needs to be reduced.  
2- Buying a number of shares that match the amount that needs to be decreased and 
then cancelling those shares. 
346
 See Article 142 of the existing Companies Act. 
347
 Article 143 of the existing Companies Act. 
348
 Id. 
349
 Id. 
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shares and a return to the holder of each such share the amount of that 
reduction in par value.
350
 
     The second method is the purchase of a number of shares the par value of 
which equals the amount of the proposed reduction.
351
  If this second method 
is employed three requirements must be met.
352
 First, a notice to shareholders 
of the opportunity to sell their shares must be published in a daily newspaper 
distributed in the locality of the corporation’s principal office or sent by 
registered mail when all the corporation’s shares are registered.
353
  Second, if 
the shares offered for sale exceed the number of shares the corporation seeks 
to purchase, the offers for sale must be accepted on a pro rata basis.
354
 Finally, 
determination of the purchase price of the shares must be in accordance with 
the provisions of the corporation’s bylaws.
355
 In the absence of any such 
provision, the Companies Act requires that “the company must pay a fair 
price.”
356
 
                                                 
350
 Article 144 (2) of the existing Companies Act; in the event the holder has not fully paid for 
such share an appropriate reduction in the amount owed to the corporation may be made 
(Article 144 (1) of the existing Companies Act). 
351
 Article 144 (4) of the existing Companies Act. 
352
 Article 146 of the existing Companies Act. 
353
 Id. 
354
 See id. 
355
 Id. 
356
 Id. 
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(2) The Corporation’s Capital is Lower than Minimum 
Required Capital 
      If a corporation has incurred losses, there is clear authority in the 
Companies Act permitting the reduction of capital to an amount less than the 
minimum capital requirement discussed in  II. C. 4. a above on page 54.
357
  
     The Companies Act provides two methods by which capital may be 
decreased in this circumstance.
358
  The first is similar to that available when 
capital is reduced to an amount not less than the minimum requirements - a 
reduction in the par value of shares, discussed above at  II. D. 4. b. (1) on page 
98.
359
 The second method permits the cancelation of a number of shares the 
par value of which is equal to the amount of the reduction in capital.
360
 In this 
case, any cancelation of shares must be done on a pro rata basis
361
 with equal 
treatment of shareholders being observed.
362
 The holders of shares to be 
cancelled must surrender their shares to the corporation within the period 
specified by the corporation or the corporation will have the right to consider 
(deem) them cancelled.
363
  
                                                 
357
 See Article 142 of the existing Companies Act. 
358
 There is more than one way to reduce the capital and there are four ways specified in 
Article 144 of the existing Companies Act. 
359
 See Article 144 of the existing Companies Act. 
360
 Id; however, when shares are issued with a premium (over par) then reduction in capital is 
taken from that value which is discussed above in  II. D. 1. b. (3). 
361
 The condition to reducing capital by way of cancelation of a number of shares the par 
value of which is equal to the amount of the reduction in capital is that equality must be 
observed among shareholders. (Article 145 of the existing Companies Act). 
362
 Id. 
363
 Id. 
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(3) Requirement of an Auditor Report 
       The shareholder’s resolution for reduction of capital may be adopted only 
after the reading of an auditor's report setting forth the reasons necessitating 
the reduction, the liabilities of the company, and the effect of the reduction on 
these liabilities.
364
 
E. Shareholders Powers 
1.      Allocation of Powers Between Shareholders and 
Directors 
 
     Article 84 of the existing Companies Act provides: 
 
Except for matters falling within the jurisdiction of the 
extraordinary general meeting [extraordinary general assembly], 
the regular meeting [regular general assembly] shall be competent  
in all matters related to the company and shall be convened at 
least once a year within six months of the end of the company's 
financial year. 
     Other regular general meetings may be convened whenever the 
need arises. (alteration to the original in the quoted text). 
(emphasis added) 
 
     Article 73 of the existing Companies Act provides: 
 
With due regard to the prerogatives vested in the general meeting, 
the board of directors shall enjoy full powers in the administration 
of the company. It shall be entitled, within the scope of its 
competence, to delegate one or more of its members or others to 
perform an act or certain acts.  
     Nevertheless, the board of directors may not contract loans for 
terms exceeding three years, or sell or mortgage the real property 
or the place of business of the company, or release the debtors of 
the company from their liabilities, unless so authorized in the 
bylaws of the company and subject to the terms set forth therein. 
                                                 
364
 Article 142 of the existing Companies Act. 
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     If the company’s bylaws do not contain any provisions in this 
connection, the board may perform the above acts with an 
authori[z]ation f[ro]m the regular general meeting, unless such 
acts fall by virtue of their nature within the scope of the 
company's objects.
365
 
(alteration to the original in the quoted text). (emphasis added) 
 
     It is critical to note initially two matters concerning Article 84 
(shareholders powers). First, the grant of powers to shareholders encompasses 
“all matters related to the company.” Second, and equally important, there is 
no limitation on this grant of shareholders powers in Article 84. 
Concerning Article 73 (directors powers), it is also important to note initially 
two matters. First, the grant of powers to directors is limited to the 
“administration” of the corporation as contrasted to the grant to shareholders 
of power “in all matters related to the corporation.” Second, and arguably of 
even greater importance, the initial
 
clause of Article 73 provides “With due 
regard to the prerogatives vested in the general meeting * * * *” 
     On the basis of the language of Articles 73 and 84, it is the Author’s view 
that, unlike the situation in the United States, under Saudi corporate law, the 
ultimate powers concerning corporate matters resides in the corporation’s 
shareholders who have the power to override or reverse decisions reached by 
the corporation’s board of directors. In this regard, Article 108 (1) of the 
existing Companies Act provides that shareholders have “the right to control 
                                                 
365
 A corporation must have a board of directors; Article 66 of the existing Companies Act 
provides in part  
A corporation shall be administered by a board of directors  
103 
 
[supervise]
366
 the acts of the board of directors * * * *”Unfortunately, the 
Author’s research failed to reveal any Saudi case law that can be referred to 
for the purpose of testing the soundness of this view. Moreover, treatises and 
articles examined concerning Saudi corporate law which address the matter 
usually do so by way of limited reference to the general assembly as the 
higher authority in the corporation without providing further elaboration. They 
then discuss how shareholders do not usually practice their role as they 
should. The Author believes, however, that the limited nature of the 
discussion lends inferential support to his view.
367
  
a. Appointment and Removal of Auditors  
     Consistent with the broad grant of powers to shareholders under the 
Companies Act is the treatment of the matter of a corporation’s auditors in 
Articles 129-133 of the Act. 
     Initially, is important to note that Article 130 explicitly calls for both the 
appointment and removal of auditors to be by shareholders and not directors, 
as is customarily the case in the United States. Not surprisingly, the 
                                                 
366
 “Supervise” as used to translate the same Arabic word used in the English translation of 
Article 3 of the Corporate Governance Regulations, which is primarily a restatement of 
shareholders rights provided in Articles 108 (1) of the Companies Act, discussed below in 
 II. G. 6. c. (1). (a). 
367
 See MUHAMMAD ḤASAN AL-JABR, AL-QĀNŪN AL-TTIJĀRĪ [Saudi Commercial Law] 344 
(Saudi Arabia), AL-KHŪLĪ, supra note 67, at 219, ḤAMZAH‘ALĪ AL-MADANĪ, AL-QĀNŪN AL-
TTIJĀRĪ AL-SU‘ŪDĪ [SAUDI COMMERCIAL LAW] 279 (Dār Al-Madanī Bi-Jiddah 2001), AL-
SHARĪF & AL-QURASHĪ, supra note 68, at 266, ḤAMD ALLĀH,  supra note 88, at 318, SA‘ĪD 
YAHYA, AL-WAJĪZ FI AL-NNIZĀM AL-TTIJĀRĪ AL-SU‘ŪDĪ [THE COMPACT IN SAUDI 
COMMERCIAL LAW] 254 (Al-Maktab Al-‘Arabī Al-Ḥadīth 2004). 
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Companies Act requires that the auditors be appropriately licensed and be 
totally independent.
368
  
     It is also important to note that Article 132 includes an express requirement 
that the auditor submit an annual report to the shareholders’ regular general 
assembly that sets forth the attitude of the company's management in enabling 
him to obtain the particulars and clarifications requested by him, any 
violations of the provisions of the Companies Act or of the company's bylaws 
he may have discovered, and the extent, in his opinion, to which the 
company's accounts are in conformity with reality. Article 132 requires that 
the auditor's report be read at the general meeting. If the shareholders resolve 
to approve the board of directors' report without hearing the auditor's report, 
the resolution is considered null and void. 
                                                 
368
 Article 130 of the existing Companies Act. No person may hold the office of auditor and 
(at the same time) take part in organizing the company, be a director thereof, or perform any 
technical or administrative work for the company, even in an advisory capacity. Nor may an 
auditor be a partner or an employee of, or be related within four degrees of consanguinity to 
any founder or director of the company. (id.) 
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2. Shareholders’ General Assemblies369 
a. Introduction  
     Shareholders meetings fall into three categories: the founders assembly; 
extraordinary general assemblies; and regular general assemblies. 
     The founders assembly was discussed above in  II. C.  5 on page 56, in 
connection with a description of the steps necessary to corporate formation. 
After the corporation has been duly organized, general assemblies of its 
shareholders will be in what are known as either an extraordinary general 
assembly or a regular general assembly.  
     Article 84 of the Companies Act provides that, with the exception of 
matters falling within the jurisdiction of the extraordinary general assembly, 
the regular general assembly is competent in all matters related to the 
corporation.
370
 Thus, shareholders’ meetings will be in context of a regular 
general assembly unless they are specifically required to act upon a matter in 
an extraordinary general assembly. For this reason, the following discussion 
                                                 
369
 In contrast to special meetings of specific class(es) of shareholders such as those meetings 
discussed above in  II. D. 1. a. (1); Article 95 of the existing Companies Act provides: 
 
Minutes shall be kept for every (general) meeting, Showing the names of 
stockholders present or represented (thereat), the number of shares held by 
(each of) them, whether personally or by proxy, the number of votes allotted 
thereto, the resolutions adopted, the number of consenting and dissenting votes, 
and a comprehensive summary of the debate conducted at the meeting. 
     Following every meeting, the minutes shall be regularly entered in a special 
book, which shall be signed by the chairman, the secretary, and the teller of the 
meeting. 
370
 Article 84 of the existing Companies Act. 
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begins with an examination of those matters that require action by an 
extraordinary general assembly  
b. Extraordinary General Assembly 
(1) Under the existing Companies Act  
     Pursuant to Article 85 of the Companies Act, shareholders’ action 
concerning lawful amendments to the corporation’s bylaws must occur in an 
extraordinary general assembly.
371
 Article 92 requires that resolutions 
amending a corporation’s bylaws be published together with a copy of its 
articles of incorporation and bylaws in the Official Gazette. The directors 
must also register such changes in the Commercial Register in accordance 
with the provisions of the Commercial Register Law.  
     Article 85, however, further provides that even an extraordinary general 
assembly lacks the power to adopt certain bylaw amendments that would 
fundamentally alter shareholders’ rights and liabilities or that would radically 
change the nature of the corporation. Specifically, Article 85 prohibits the 
following types of amendments: (a) amendments that would deprive a 
stockholder of his fundamental rights as a stockholder, as derived from the 
bylaws of the company and Articles107 and 108 of the Companies Act; (b) 
                                                 
371
 Article 85 of the existing Companies Act; the board of directors must publish resolutions 
adopted by an extraordinary general assembly if they provide for alteration to the 
corporation’s bylaws, subject to provisions 65 of the existing Companies Act. (Article 92 of 
the existing Companies Act); it is noted that although variations from the Minister of 
Commerce’s model bylaws discussed above in note 102 require the Minister’s approval, such 
approval is not required for any shareholders approved bylaws amendments made during the 
life of the corporation. 
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amendments that would increase the financial liabilities of stockholders; (c) 
amendments that would alter the object of the company; (d) amendments that 
would transfer to a foreign country the head office of a company incorporated 
in the Kingdom; and (e) amendments that would change the nationality of the 
company. 
     The stockholders’ rights found in Articles 107 and 108 of the Companies 
Act consist of the following: (a) the right to attend and vote at stockholders’ 
meetings; (b) the right to receive a share of profits distributed and to 
participate in liquidation distributions; (c) the right to transfer one’s shares; 
(d) the right of access to the corporation’s books and records; (e) the right to 
participate in supervision of the board of directors; (f) the right to institute an 
action against the directors for breach of their duties; and (g) the right to 
contest the validity of stockholders’ resolutions.
372
 
     In addition, shareholders at an extraordinary general assembly may act on 
matters that could be acted on at regular general assembly, in the same manner 
and subject to the same conditions as if the extraordinary general assembly 
were a regular general assembly 
373
 
(2) Under The Proposed Companies Act  
     Although Article 88 of the proposed Companies Act is generally similar to 
the existing Companies Act in regard to extraordinary general assemblies, it 
                                                 
372
 Articles 107 and 108 of the existing Companies Act; in addition to Article 108 (2 and 3) 
addresses nonvoting preferred shares as discussed in  II. D. 1. a. (1). 
373
 Article 85 of the existing Companies Act. 
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differs in three significant respects regarding bylaws amendments that would 
alter shareholders’ fundamental rights and liabilities. First, the right to share in 
distributions of profits language is extended to stock dividends, except those 
payable to employees of the corporation or its subsidiaries. Second, 
preemptive rights to subscribe to shares issued for cash are made a statutory 
right, unless otherwise provided in the bylaws, which is a much broader 
preemptive right than under the existing Companies Act. Finally, bylaw 
amendments that alter shareholders liability are permissible but only if 
adopted by unanimous vote.
374
  
                                                 
374
 Article 88 of the proposed Companies Act; Article 88 of the proposed Companies Act 
would read [translation by author] 
1. The extraordinary general assembly shall be competent to alter the bylaws of the 
company but those related to the following: 
a. altering or depriving a shareholder from his basic rights given to him as a 
shareholder specifically: 
1- obtaining a share in the profit declared for distribution, whether 
in cash or through issuance of free shares to other than the 
employees of the corporation and its subsidiaries  
2- obtaining an equity in the company's assets upon liquidation,  
3- attending general and special shareholders assemblies and 
participating in the deliberation and voting on the resolutions 
(proposed) thereat 
4- disposing of his shares in accordance with this Act. 
5- [(right of) accessing to the company's books and documents] 
(right of) requesting to peruse the companies documents and 
books, and the right to supervise the acts of the board of 
directors, to institute the action in liability against the directors, 
and to contest the validity of the resolutions adopted at General 
and special shareholders assemblies 
6- Priority (pre-emptive right) in subscribing in new shares that are 
issued for cash, unless the bylaws state otherwise. 
b. Alteration of a nature to increase the financial liabilities of stockholders if not 
approved by all shareholders. 
c. Transferring to a foreign country the head office of a company  
d. Changing the nationality of the company. 
2. Shareholders acting in an extraordinary general assembly also have the power to 
adopt resolutions on matters primarily within the jurisdiction of a regular general 
assembly but subject to the same conditions and in the same manner for a regular 
general assembly. 
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c. Regular General Assembly 
(1) Requirement to Hold Annual Regular General Assembly 
     The regular general assembly must convene at least once a year within six 
months following the end of the corporation’s fiscal year. Other regular 
general assemblies may occur as the need arises.
375
  As noted in  II. E. 2. a above 
on page 105, shareholders may act on all matters in a regular general assembly 
except those which the Companies Act specifically restricts to extraordinary 
general assemblies. 
d. Power to Call 
(1) Under the Existing Companies Act  
     Both shareholders’ extraordinary and regular general assemblies are 
convened at the summons of the board of directors in the manner prescribed in 
the bylaws of the corporation.
376
 
(a)    Regular General Assemblies 
     In addition to vesting the board of directors with authority to call meetings, 
Article 87 of the Companies Act requires the board to call a regular general 
assembly if requested by the auditor or by stockholders representing at least 
5% of the corporation’s capital. 
                                                 
375
 Article 84 of the existing Companies Act. 
376
 Article 87 of the existing Companies Act. 
110 
 
(b) Both Extraordinary and Regular General 
Assemblies 
     The same Article further provides concerning both extraordinary and 
regular general assemblies that the General Department of Companies may, at 
the request of stockholders representing at least 2% of the corporation’s 
capital, or pursuant to a decision by the Minister of Commerce, directly call a 
general meeting if such meeting is not called within one month from the date 
set therefor. 
(2) Under the Proposed Companies Act  
     The proposed Companies Act significantly expands the circumstances in 
which persons or entities other than the board of directors may cause a regular 
general assembly to be convened. It should be noted how different this 
situation is than the law in the United States, in which, generally, 
shareholders’ meetings may be called only by the board of directors or other 
persons designated by the certificate of incorporation or bylaws.
377
 A brief 
synopsis of these innovations in the proposed Companies Act follows. 
                                                 
377
 See Delaware General Corporation Law section 211. As an exception to this rule section 
211(c) of this law provides in part that “if there be a failure to hold the annual meeting or to 
take action by written consent to elect directors in lieu of an annual meeting, for a period of 
30 days after the date designated for the annual meeting, or if no date has been designated, for 
a period of 13 months after the latest to occur of the organization of the corporation, its last 
annual meeting or the last action by written consent to elect directors in lieu of an annual 
meeting, the Court of Chancery may summarily order a meeting to be held upon the 
application of any stockholder or director.”  
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     First, the board of directors must call a regular general assembly if 
requested to do so by the corporation’s audit committee.
378
 In addition to the 
audit committee, the auditor itself may call a meeting if the board of directors 
fails to do so within thirty days after a request by the auditor.
379
 
     The Competent Authority
380
 may also cause a regular general assembly to 
be held in several different situations. Thus, the Competent Authority may call 
a regular general assembly to convene when one has not been convened 
within six months following the end of the corporation’s fiscal year.
381
 If the 
number of directors falls below the quorum required for directors’ meetings, 
the Competent Authority may call such a shareholders’ meeting for the 
purpose of electing additional directors.
382
 The Competent Authority also may 
call a regular general assembly if violations of the Companies Act or the 
corporation’s bylaws are discovered, or if there has been a defect in 
administration of the corporation.
383
 Finally, the Competent Authority may 
convene a regular general assembly when one has not been called within 
fifteen days following a request by the corporation’s auditor, its audit 
                                                 
378
 Article 90 (1) of the proposed Companies Act. 
379
 Id. 
380
 Under Article 1 of the proposed Companies Act, the Competent Authority refers to the 
Ministry of Commerce and Industry except references related to listed corporations, then the 
Competent Authority refers to the Capital Market Authority. 
381
 See Article 90 (2) (a) of the proposed Companies Act. 
382
 See Article 90 (2) (b) of the proposed Companies Act. As discussed below  II. F. 2. c. (2), 
under the proposed Companies Act, when there is resignation of entire board or failure of 
shareholders to elect a board of directors, the Minister of Commerce or the Chairman of the 
Capital Market Authority Board for those corporations listed on the Saudi exchange must 
appoint a committee charged with supervising the management of the corporation and calling 
a shareholders’ general assembly to elect a new board of directors within three months from 
the date the committee was appointed. 
383
 See Article 90 (2) (c) of the proposed Companies Act. 
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committee or shareholders representing at least 5% of the corporation’s 
capital.
384
 In the four circumstances described immediately above, 
shareholders representing at least 2% of the corporation’s capital may request 
that the Competent Authority call a regular general assembly.
385
 The 
Competent Authority is required to honor such a request within thirty days,
386
 
and the call must describe the matters to be acted upon in the meeting.
387
 
e. Notice Requirements 
     Notice of both extraordinary and regular general assemblies must be 
published in the Official Gazette and in a daily newspaper distributed in the 
locality of the principal office of the corporation at least twenty five days prior 
to the date set for the meeting.
388
 If, however, all shares are registered, then it 
is permissible to send notice by registered mail,
389
 which notice should 
contain the agenda for the meeting.
390
 Presumably this requirement is also 
applicable to notices by publication. Copies of both documents must be sent to 
                                                 
384
 Article 90 (2) (d) of the proposed Companies Act; the capital  is formed from contributions 
in cash and in kind (Article 3 of the existing Companies Act); when counting the quorums for 
Extraordinary and Regular General Assemblies, in general, the nonvoting preferred shares as 
discussed above in  II. D. 1. a. (1). are not counted towards satisfying the quorum and voting 
requirements )Article 108 (2) of the existing Companies Act). Moreover, the Founder’s shares 
are also not considered as part of the formal capital, “shall not enter in the formation of the 
company’s capital.” (Article 113 of the existing Companies Act). 
385
 See Article 90 (3) of the proposed Companies Act. 
386
 Id. 
387
 Id. 
388
 Article 88 of the existing Companies Act. 
389
 Id. 
390
 Id. 
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the General Department for Companies within the period specified for 
publication.
391
 
     All corporations must coordinate with the General Department of 
Companies, which is a department in the Ministry of Commerce, about the 
text of the notice to shareholders general assemblies and the content of the 
agenda before being published.
392
 
f. Who May Attend 
(1) Under the Existing Companies Act  
     The right of shareholders to attend extraordinary and regular general 
assemblies is specified in the corporation’s bylaws,
393
 subject to the 
provisions in Article 83 of the Companies Act that “every stockholder who 
holds twenty shares shall have the right to attend, even if the bylaws of the 
company provide otherwise.”
394
 
     Moreover, Article 90 of the existing Companies Act provides for the 
registration of shareholders who intend to attend an assembly and for the 
preparation of a list of those actually attending as follows: 
                                                 
391
 Id; under the proposed Companies Act, the notice of the general assembly meeting must be 
published only in a daily newspaper at least ten days before the meeting. It is permissible to 
only send invitations to all shareholders by registered mail. A copy of the invitation and the 
meeting schedule must be sent to the Ministry and to the Capital Market Authority for a 
publicly held corporation listed in the market within the publication period. (Article 91 of the 
proposed Companies Act). 
392
 Article 2 of Minister of Commerce’s decision number (959) on 04/27/1423H 
393
 Article 83 of the existing Companies Act; the language of Article 83 which provides in 
part “The bylaws of the company shall specify the (classes of) stockholders entitled to attend 
general meetings.” was omitted from the proposed Companies Act. 
394
 Id. 
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Stockholders wishing to attend a general or special meeting shall 
register their names at the head office of the company (and may 
do so) up to the time fixed for such meeting, unless the bylaws of 
the company provide otherwise. 
     When the meeting convenes, a list shall be prepared of the 
names and residence addresses of the stockholders present or 
represented thereat, showing the number of shares held by each, 
whether personally or by proxy, and the number of votes allotted 
thereto. Any interested party shall be entitled to review this list.
395
 
 
     Notwithstanding any provision in the corporation’s bylaws to the contrary 
each shareholder attending a meeting has the right to participate in the 
discussion of all matters and to address questions to both the board of 
directors and the corporation’s auditor.
396
  The directors and the auditor must 
answer such questions, except to the extent an answer would jeopardize the 
corporation’s interests. If a shareholder is dissatisfied with an answer, the 
shareholder may appeal to the general assembly, whose decision is final.
397
  
(2) Under the proposed Companies Act  
      Every shareholder, regardless of the number of shares held, has the right to 
attend extraordinary and regular general assemblies even if the bylaws state 
otherwise.
398
  
                                                 
395
 The second paragraph of Article 90 of the existing Companies Act has been omitted from 
proposed Article 92 of the proposed Companies Act among other amendments to the language 
of existing Article 90 of the Companies Act, Article 95 of the existing Companies Act 
provides in part: 
Minutes shall be kept for every (general) meeting, Showing the names of 
stockholders present or represented (thereat), the number of shares held by 
(each of) them, whether personally or by proxy, the number of votes allotted 
thereto. 
396
 Article 94 of the existing Companies Act. 
397
 Id. 
398 Article 86 (2) of the proposed Companies Act. 
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g. Proxies 
     For both extraordinary and regular general assemblies a shareholder may 
give a proxy in writing to another shareholder other than a director.
399
 
h. Quorum Requirements  
(1) Extraordinary General Assemblies  
(a) Under the Existing Companies Act  
     The quorum requirement for an extraordinary general assembly is the 
presence at the meeting of shareholders with the power to vote at least one-
half of the corporation’s capital, unless a greater number is required by the 
corporation’s bylaws.
400
 If the quorum requirement is not met at the initial 
meeting, a second meeting must be called in the same manner as the initial 
meeting.
401
 This second meeting must be held within thirty days of the date of 
the initial meeting.
402
 The quorum requirement for the second meeting 
requires the presence of shareholders with the power to vote only one quarter 
of the corporation’s capital.
403
 
                                                 
399
 Article 83 of the existing Companies Act; under the proposed Companies Act, a proxy 
may also not be given to an employee of the corporation. (Article 86 (2) of the proposed 
Companies Act).  
400
 Article 92 of the existing Companies Act. 
401
 See Articles 92, 91 and 88 of the existing Companies Act. 
402
 Articles 92 and 91 of the existing Companies Act. 
403
 Article 92 of the existing Companies Act. 
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(b) Under the Proposed Companies Act  
i) First Proposal 
     The quorum requirement for the initial meeting is unchanged other than a 
new provision that prohibits the corporation’s bylaws from setting the quorum 
at greater than shareholders with the power to vote two-thirds of the 
corporation’s capital.
404
 However, under this First Proposal, if a quorum is not 
present at, or within one hour after the time set for the meeting, then a second 
attempt to convene the meeting must be made after an additional hour. In this 
circumstance, the quorum requirement is lowered to shareholders with the 
power to vote one quarter of the corporation’s capital.
405
 If the quorum 
requirement for the second meeting is not met, a new call for a third meeting 
must be made, subject to the same notice requirements as for the initial 
meeting. For this meeting there is no quorum requirement, after the approval 
of the Competent Authority.
406
 
ii) Second Proposal 
     The Second Proposal is similar to the First but the second meeting is to be 
held one hour after expiration of the time specified for the first meeting to be 
convened.
407
 The Second Proposal adds the further requirements that the 
                                                 
404
 Article 94 (1) of the First Proposal to the Companies Act. 
405
 Id. 
406
 Id; under the proposed Companies Act, Competent Authority refers to the Ministry of 
Commerce and Industry but to those related to corporations listed on the Saudi Stock Market, 
it is the Capital Market Authority. 
407
 Article 94 (2) of the Second Oroposal to the Companies Act. 
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notice of the meeting states this possibility.
408
 Otherwise, a new call for the 
second meeting must be made subject to the same notice requirements as for 
the initial meeting. In either case, the quorum for the second meeting is 
shareholders with the power to vote one quarter of the corporation’s capital.
409
 
(2) Regular General Assemblies 
(a) Under the Existing Companies Act  
     The quorum requirement for regular general assembly is the presence at the 
meeting of shareholders with the power to vote shares representing at least 
one-half of the corporation’s capital, unless a greater number is required by 
the corporation’s bylaws. If a quorum is not present, a second meeting must 
be held within thirty days of the date of the initial meeting.
410
 Because twenty 
five days prior notice is required, this meeting must be called five days after 
the date of the failed initial meeting.
411
 The shares present or represented at 
this second meeting, no matter how many or few, will constitute a quorum.
412
 
(b)  Under the Proposed Companies Act  
i) First Proposal 
     The quorum requirement for a regular general assembly would be the 
presence of shareholders representing 25% of the corporation’s capital, unless 
                                                 
408
 See Article 94 (2) of the Second Proposal to the Companies Act. 
409
 See Id. 
410
 Article 91 of the existing Companies Act. 
411
 See Articles 91 and 88 of the existing Companies Act. 
412
 Article 91 of the existing Companies Act. 
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a greater percentage, not to exceed 50%, is required by the corporation’s 
bylaws.
413
 If a quorum is not present at, or within one hour after the time set 
for the initial meeting, a second meeting would be convened following an 
additional hour.
414
 There will be no quorum requirement for that meeting.
415
 
ii) Second Proposal 
     The Second Proposal is similar to the First, but the second meeting is to be 
held one hour after expiration of the time specified for the first meeting to be 
convened.
416
 The Second Proposal adds the further requirements that the 
corporation’s bylaws specify that a second meeting on the date of the initial 
meeting will occur if a quorum is not present for the initial meeting, and that 
the notice of the meeting states this possibility.
417
 The second meeting also 
has no quorum requirement.
418
 
i. Voting Requirements 
(1) Manner of Voting 
     A corporation’s bylaws prescribe the manner of voting at shareholders’ 
meetings.
419
 As discussed above in  II. D. 1. c. (1) on page 74, as a result of 
requirements found in Articles of the Companies Act, It appears to be that the 
                                                 
413
 Article 93 (1) of the First Proposal to the Companies Act. 
414
 Id. 
415
 Id. 
416
 Article 93 (2) of the Second Proposal to the Companies Act. 
417
 See Article 93 (1 and 2) of the Second Proposal to the Companies Act. 
418
 See Article 93 (2) of the Second Proposal to the Companies Act. 
419
 Article 93 of the existing Companies Act. 
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bylaws may not set the voting right lower than twentieth of a vote per share 
which is the default minimum. 
(2) Extraordinary General Assemblies (Super Majority) 
     Normally, resolutions at an extraordinary general assembly must be 
approved by the vote of at least two-thirds of the shares represented at the 
meeting.
420
 However, a higher three-fourths majority is required for 
resolutions:
421
 (a) increasing or decreasing the corporate capital;
422
 (b) 
extending the term (life) of the corporation;
423
 (c) dissolving the corporation 
before the end of its term;
424
 and (d) approving a merger.
425
  
(3) Regular General Assemblies 
     At a regular general assembly, resolutions are passed by the vote of a 
majority of the shares represented, unless a greater number is required by the 
corporation’s bylaws.
426
  
j. Cumulative Voting 
     Cumulative voting for directors is fundamental to the protection of 
minority shareholders. The importance of cumulative voting is that it 
increases minority shareholders’ chances to have someone of their choice to 
                                                 
420
 Article 92 of the existing Companies Act. 
421
 Id. 
422
 Id. 
423
 Id. 
424
 Id. 
425
 Id. 
426
 Article 91 of the existing Companies Act. 
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serve on the board of directors, which in turn may help in preventing their 
exploitation. 
(1) Under the Existing Companies Act  
     Although the existing Companies Act does not expressly provide for 
cumulative voting it is the author’s view that it is permissible for a 
corporation’s bylaws to provide that cumulative voting shall be employed in 
the election of directors.
427
  
(2) Under the Proposed Companies Act  
     Cumulative voting would be required in the election of directors.
428
 This 
will be a significant change in the corporate governance of all Saudi 
corporations, which will greatly serve as a tool for the protection of minority 
shareholders.  
k. Failure to Meet Shareholders Assemblies Requirements  
     Resolutions adopted at shareholders’ assemblies contrary to the provisions 
of the Companies Act or the corporation’s bylaws are deemed to be null and 
void, except to the extent such a result would prejudice the rights of a third 
party who acted in good faith. An action to invalidate such a resolution may 
be brought by the General Department for Companies or by any shareholders 
who recorded a dissent from passage of the resolution in the assembly’s 
minutes or who was absent from the assembly for good cause. Such an action 
                                                 
427
 See id. 
428
 Article 95 (1) of the proposed Companies Act. 
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must be instituted within one year of the date of the resolution’s passage. An 
adjudication of invalidity renders the resolution a complete nullity with 
respect to all shareholders.
429
 
l. Use of Modern Technology in Conducting Shareholders 
Assemblies 
     Under Article 86 (3) of the Second Proposal to the Companies Act, any 
doubt is removed concerning the lawfulness of conducting general 
shareholders assemblies through the use of modern technology. That Article 
would provide: [translation by author] 
General assemblies may convene and shareholders participate in 
their deliberations and vote on their resolutions by modern 
technology means, according to controls laid down by the 
Competent Authority.
430
 
m. Monitoring of Assemblies  
(1) Under the Existing Companies Act  
     The Ministry of Commerce may delegate one or more representatives as 
observers to attend any general shareholders’ assembly.
431
 
(2) Under the Proposed Companies Act  
     In the case of listed corporations, the Capital Market Authority would also 
have the authority to delegate one or more such representatives to any general 
shareholders’ assembly. Moreover, this proposal specifies that the function of 
                                                 
429
 Article 97 of the existing Companies Act. 
430
 Article 86 (3) of the Second Proposal to the Companies Act. 
431
 Article 83 of the existing Companies Act. 
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these observers is “to ensure application of the provisions of this law”
432
 
(translation by author). Thus, the Ministry and the Capital Market Authority in 
case of listed corporations may delegate to both extraordinary and regular 
general assemblies one or more representatives as observers to make sure that 
the provisions of the Companies Act are applied.
433
 
F. Board of Directors 
1. Powers 
a.  Under the Existing Companies Act  
     Subject to the powers of shareholders, the board of directors has the 
broadest powers to manage the corporation.
434
 Thus, Article 73 provides in 
part: “with due regard to the prerogatives vested in the [shareholders], the 
board of directors shall enjoy full powers in the administration of the 
company.”
435
 Article 73 also authorizes the board to delegate any of its 
powers and to operate through committees.
436
 
     Nevertheless, Article 73 of the Companies Act prohibits the board from 
unilaterally authorizing corporate loans with a maturity exceeding three years, 
selling or mortgaging real property or place of business, or releasing corporate 
                                                 
432
 Article 86 (3) of the First Proposal to the Companies Act and Article 86 (4) of the Second 
Proposal to the Companies Act. 
433
 Article 86 (3) of the First proposal to the Companies Act and Article 86 (4) of the Second 
proposal to the Companies Act. 
434
 Article 73 of the existing Companies Act. 
435
 (Alteration to the original in the quoted text) (emphasis added); Article 73 of the existing 
Companies Act. 
436
 Id; Article 73 of the existing Companies Act provides in part 
It shall be entitled, within the scope of its competence, to delegate one or more 
of its members or others to perform an act or certain acts.  
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debtors except as permitted by and subject to the terms set forth in the 
bylaws.
437
 If the bylaws do not contain any provision in this connection, the 
board of directors may authorize such transactions as permitted by a 
resolution of the regular general assembly, unless such acts otherwise, by 
virtue of their nature, fall within the scope of the company's objects.
438
 
     The corporation is bound by the acts of the board in the scope of its 
authority.
439
 
b. Under the Proposed Companies Act: In General 
Article 75 of the proposed Companies Act provides as follows: 
1- With due regard to the prerogatives vested in the general 
meeting, the board of directors shall enjoy full powers in the 
administration of the company with which to achieve its 
object, except for things that are excluded by a particular 
(special) provision in this act/law or in the corporation’s 
bylaws of acts and actions that fall under the competence of 
the general meeting, the board is also entitled-within the scope 
of its competence-to delegate one or more of its members or 
others to perform an act or certain acts. (emphasis added) 
 
2- The board of directors is permitted to contract loans with any 
maturity, sell or mortgage the real property, or the place of 
business of the company, or release the debtors of the 
company from their liabilities unless the bylaws or the regular 
general meeting [regular general assembly] limits the board of 
directors’ authority in this regard.  
 
     The apparent purpose of the proposed Companies Act is to clarify the 
allocation of powers between shareholders and board of directors discussed 
                                                 
437
 Id. 
438
 Id. 
439
 Article 75 of the existing Companies Act. 
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above, especially by reversing the statutory default rule regarding loans in 
excess of three years, sales or mortgage of real property or the place of 
business, or release of debtors 
     The proposed Companies Act also grants the board of directors broader 
powers to bind the corporation, including acts outside the scope of its 
authority
440
 unless the affected third party acted in bad faith or knew that the 
board’s acts were outside the scope its authority.
441
 
c.  Under the Proposed Companies Act: Audit Committee 
Requirement 
     Proposals to the Companies Act would mandate an audit committee 
created by a shareholder resolution and composed of not fewer than three nor 
more than five members, none of whom may be executive directors. Thus, the 
committee must consist of outside directors, shareholders or other persons.
442
 
The resolution creating an audit committee must also define the tasks of the 
committee, its operation procedure, and the remuneration of its members.
443
 A 
majority of the members of the committee constitutes a quorum, and 
resolutions are passed by a simple majority of votes of the members 
                                                 
440
 Article 77 of the proposed Companies Act. 
441
 Id. 
442
 Article 101 of the proposed Companies Act. 
443
 Id. 
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present.
444
 In case of a tie vote in a four member committee, the side with 
which the president of the committee votes prevails.
445
 
     The committee monitors the corporation’s business and has a right of 
access to its records and documents.
446
 The committee may request a 
clarification or statement from board members or executive management, and 
it also may request the board of directors to call a shareholders’ meeting if the 
board impedes or precludes the committee’s work, or if the corporation suffers 
damages or major losses.
447
 The audit committee must review the 
corporation’s financial statements, reports and notes supplied by the auditors 
and provide its responses and opinions, if any.
448
 The committee also must 
prepare a report concerning the adequacy of the corporation’s internal control 
system and other work completed by the committee within the scope of its 
authority.
449
 The board of directors must place enough copies of this report in 
the corporation’s principal office not less than ten days before the 
shareholders’ meeting in order to facilitate any shareholder who wishes a 
copy.
450
 In addition, the report must be read at the meeting.
451
 
                                                 
444
 Article 102 of the proposed Companies Act. 
445
 Id. 
446
 Article 103 of the proposed Companies Act. 
447
 Id. 
448
 Article 104 of the proposed Companies Act. 
449
 Id. 
450
 Id. 
451
 Id. 
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     The provisions of the proposed Companies Act that call for an audit 
committee are of the highest importance to corporate governance in Saudi 
Arabia, and for that reason are reproduced here in full.  
[translation by author] 
In Joint Stock Companies an audit committee must be composed 
by a resolution from the general assembly from shareholders or 
any other persons who are not executive board members. This 
committee must have no less than three members and no more 
than five members. The resolution must define the tasks of the 
committee, restraints on its work and the remuneration of its 
members. (Article 101 of the proposed Companies Act). 
 
For the audit committee to duly convene a majority of its 
members must attend. Its resolutions are passed by a majority of 
votes of present members, and in the case of a tie the side which 
receives the vote of the president of the committee prevails. 
(Article 102 of the proposed Companies Act). 
 
The audit committee shall specialize in supervising the company’s 
activities/acts and in doing so it may peruse its records, documents 
and request any clarification or a statement from board members 
or executive management, and it may request from the board of 
directors to call to a general assembly if the board of directors 
precludes the committee from doing its work or if the corporation 
suffers damages or huge losses. (Article 103 of the second 
proposal to the Companies Act). 
 
The audit committee must look at the corporation’s financial 
statements, reports and notes given by the auditor and give its 
responses and opinions toward them if any. The committee must 
prepare a report about its opinion on the adequacy of the 
corporation’s internal control system and other work it has made 
under its competency. The board of directors must place enough 
copies of this report in the corporation’s head office before at least 
ten days from the general assembly; in order to facilitate any 
shareholder who wishes with a copy. The report shall be read 
when the meeting is held. (Article 104 of the proposed Companies 
Act). 
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     Under the existing Companies Act, there is no requirement for an 
independent audit committee.
452
 The importance of an independent audit 
committee to help ensure accurate financial reporting requires little, if any, 
comment, although it is noted that one of the important provisions in the 
Sarbanes-Oxley Act of 2002 mandates the formation of such committees in 
publicly-held U.S. corporations.
453
 Moreover, currently audit committees are 
mandatory on publicly-held Saudi corporations pursuant to Article 14 of the 
Corporate Governance Regulations, as discussed below in  II. G. 6. b. (2) on page 
172. The proposed Companies Act extends this mandate to all Saudi 
corporations. 
2. Qualifications, Number, Selection, Term, Removal  
a. Qualifications 
(1) Under the Existing Companies Act  
(a) Minimum Share Ownership Requirement  
      The Companies Act requires that every board member own shares of the 
corporation the value of which is not less than SAR.10,000 ($1=3.75).
454
 
Within thirty days after the director’s appointment, these shares must be 
deposited in one of the banks designated by the Minister of Commerce.
455
 If 
                                                 
452
 However, the proposals to the Companies Act would mandate such a committee and set its 
rules as discussed above in  II. F. 1. b. c. 
453
 Section 10A (m) of the Securities Exchange Act of 1934. 
454
 See Article 68 of the existing Companies Act. 
455
 Id. 
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the director does not submit these shares in time, he will forfeit his 
directorship.
456
  
     The shares are set aside as a guarantee against any liability of that director 
that might arise because of a breach of duty owed to the corporation.
457
 It 
should be noted that shares deposited will not be returned to the member at the 
end of the member’s term. The return to a member of his deposited shares is 
governed by Article 68, which provides that the shares are to be non-
negotiable and held until the end of the specified period that a claim can be 
heard or until a verdict is rendered,
458
 whichever is later. 
(b) Limitation on the Number of Boards of Directors 
on Which an Individual May Serve  
     A person may serve on an unlimited number of boards of directors subject, 
however, to any limitation that may be created by a resolution of the Council 
of the Ministers.  
459
The Council of Ministers has invoked this power and 
issued a resolution under which a person may not be appointed to more than 
five corporations’ boards at one time, with any excess over five being deemed 
a nullity.
460 
This limitation, however, does not apply to the state, public 
                                                 
456
 Id. 
457
 Id; duties of directors are discussed starting from  II. F. 4. 
458
 Article 68 of the existing Companies Act. 
459
 Article 66 of the existing Companies Act. Under Article 12 (h) of the Corporate 
Governance Regulations, discussed below  II. G. 6. c. (2). (c) and subject to comply or disclose 
rule, discussed below in  II. G. 5. c: 
 “A member of the Board of Directors shall not act as a member of the Board of 
Directors of more than five joint stock companies at the same time.” 
460
 Council of Ministers’ resolution number (55) on 02/28/1419H, 06/22/1998 AD. 
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juridical persons, corporations, and persons appointed by the government.
461
 
For example, a parent corporation that own shares in more than five 
corporations may be represented on the boards of all corporations in which it 
holds shares.  
(2) Under The Proposed Companies Act  
      Under the proposed Companies Act, there would be no provision requiring 
directors to own shares or to deposit shares as guarantee against personal 
liability to the corporation.
462
 Nor would there be a provision limiting the 
number of boards of directors on which an individual could serve.
463
 
                                                 
461
 Id. 
462
 Having this as a mandate raise questions such as is this the best way to insure the recovery 
of the damages or penalties rendered by courts from the directors subject to the judgment, is 
this amount of share is enough or is insurance is a better alternative than the continuous 
holding of these shares requirement . The answer depends on corporations that exist and their 
business that the board is managing and on the average value of courts judgments. Also, 
continuous monitoring of these shares and legal problems that arises because of this 
requirement do not lean in favor of requiring such measure. In addition, the ownership 
requirement may prevent some qualified individuals from serving on the boards of 
corporations. Finally, the mandate of having these shares may not be the best way to reach the 
goal intended. A better approach from having it is to require insurance. Also, a better 
approach is to give each corporation the right to choose whether to have such mandate in its 
bylaw to the extent it sees fit or at least making this a default rule and giving the corporation 
the right to opt out. 
463
 However, not having such limitation under the proposed Companies Act does not prevent 
imposing a limit on the number of boards of directors on which an individual could serve 
under the Capital Market Law or regulations issued pursuant to it by the Capital Market 
Authority for those corporations listed on the Saudi capital market or under another Saudi law 
or regulation.  
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b. Number 
(1) Under the Existing Companies Act  
     The number of directors must be specified in the bylaws,
464
 which number 
may not be fewer than three.
465
 There is no limitation on the maximum 
number of directors.
466
 If the number of members drops below three, or below 
a greater number required by the corporation’s bylaws, a shareholders’ regular 
general assembly must be called to elect the required number.
467
  
     Because the bylaws determine the number of board members
468
any change 
in number must be approved in a shareholders’ extraordinary general 
assembly.
469
 See section  II. E. 2. b. (1) above on page 106 above, discussing the 
fact that bylaws may only be amended in this fashion. 
(2) Under The Proposed Companies Act  
     Under the proposed Companies Act, the size of the board of directors 
would continue to be governed by the corporation’s bylaws, subject to a 
minimum of three members. However, a maximum number of directors would 
be established by statute to be eleven.
470
 
                                                 
464
 Article 66 of the existing Companies Act. 
465
 Id. 
466
 See id. 
467
 Article 67 of the existing Companies Act; as discussed below in  II. F. 2. c. (1) 
468
 Article 66 of the existing Companies Act. 
469
 Article 85 of the existing Companies Act. 
470
 Article 68 (a) of the proposed Companies Act. 
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c. Election 
(1) Under the Existing Companies Act  
     The initial board of directors may be designated in either the articles of 
incorporation or the bylaws. 
471
 In the absence of such designation the initial 
board of directors will be elected at the founders assembly.
472
 The terms of 
members of the initial board of directors will be as provided in the articles of 
incorporation, bylaws or in the resolution electing them. These terms may not 
exceed five years.
473
 
     Members may be re-elected if not prohibited by the corporate bylaws.
474 
Successor directors are elected by the shareholders at regular general 
assemblies for terms as provided in the bylaws, which terms may not exceed 
three years.
475
 
     If the number of board members falls below the number required by the 
bylaws (which may never be fewer than three) a shareholders’ regular general 
assembly must be called as soon as possible to elect the required number of 
directors.
476
 Unless a corporation’s bylaws provide otherwise, the board of 
directors may temporarily fill any vacancy, which appointment must be 
                                                 
471
 Article 62 (3) of the existing Companies Act as has been discussed in  II. C. 5. c.  
472
 Id. 
473
 Id. 
474
 Article 66 of the existing Companies Act. 
475
 Id; under Article 68 (2) of the proposed Companies Act, any shareholder may nominate 
himself or another person or more than one within his ownership percentage in the 
corporation’s capital.  
476
 See Article 67 of the existing Companies Act. 
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ratified by the next shareholders’ regular general assembly. If ratified, the new 
director will serve the remaining term of his predecessor.
477
 
(2) Under the Proposed Companies Act 
     In a situation in which directors are temporarily filling a vacancy on the 
board, the proposed Companies Act specifically requires the appointee to have 
the required “competence and expertise.”
478
 It further requires that within five 
days from the temporary filling of the vacancy, the Ministry of Commerce 
must be notified, and if the corporation is listed on the Saudi Exchange, the 
Capital Market Authority must also be notified.
479
 The second proposal to the 
Companies Act adds that temporary vacancy-filling by the board of directors 
temporarily must be based on rank in receiving votes.
480
 
     If the number of directors falls below the required minimum, the remaining 
members of the board of directors must call a regular general assembly to 
elect new members within 60 days.
481
 On the other hand, if the entire board of 
directors has resigned, or the shareholders have been unable to elect a new 
board of directors, the Minister of Commerce, or the Chairman of the Board 
of the Capital Market Authority for corporations listed on the Saudi Exchange, 
must appoint a temporary committee consisting of persons with 
                                                 
477
 Article 67 of the existing Companies Act. 
478
 Article 70 (1) of the proposed Companies Act. 
479
 Id. 
480
 Article 70 (1) of the Second Proposal to the Companies Act. 
481
 See Article 70 (2) of the proposed Companies Act. 
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“specialization and expertise.”
482
 This committee is charged with supervising 
the management of the corporation and calling a shareholders’ general 
assembly to elect a new board of directors within three months from the date 
the committee was appointed.
483
 A president and a vice president for the 
committee will also be appointed from the members of the committee by the 
Minister of Commerce, or the Chairman of the Board of the Capital Market 
Authority for corporations listed on the Saudi Exchange.
484
 
d. Terms of Board Members 
     The term of members of the initial board of directors may be for a period 
not to exceed five years.
485
 The terms of their successors will be specified in 
the corporation’s bylaws and may not exceed three years.
486
 Unless prohibited 
by the corporation’s bylaws, directors may be re-elected.
487
 
e. Removal of Directors 
(1) Under the Existing Companies Act  
     Shareholders acting in a regular general assembly have the power at any 
time to remove a board member whether for cause or without cause even if the 
                                                 
482
 Article 69 of the proposed Companies Act. 
483
 Id; under the existing Companies Act, a member who resigns his position at an “improper 
time” may be liable for the corporation for any damages this causes (Article 66 of the existing 
Companies Act). 
484
 Article 69 of the proposed Companies Act. 
485
 Article 62 of the existing Companies Act. 
486
 Article 66 of the existing Companies Act. 
487
 Id. 
134 
 
bylaws of the corporation provide otherwise.
488
 However, the director may 
hold the company liable for any damages he may have suffered because of 
such removal if the removal is made without acceptable cause or at an 
improper time.
489
 
     As discussed in  II  E  (2) Special Right to Seek Judicial Investigation  
discussed above on page 83, in cases of extreme necessity, the court may 
remove a corporation’s directors and appoint a temporary manager.
490
 
(2) Under the Proposed Companies Act  
     Article 76 (4) of the proposed Companies Act would also provide that a 
director who failed to attend three consecutive board meetings without a 
legitimate cause may be subject to removal by shareholders on the 
recommendation of the board of directors. This will be an acceptable cause for 
removal and the director who fails to attend will not be entitled to demand 
compensation as would be the case in removal without cause. 
                                                 
488
 Id; The proposed Companies Act provides that the bylaws shall specify the board of 
director’s membership manner of retirement (expiry) or termination by a request from the 
board of directors, yet the regular general assembly has the right at any time to remove a 
board member  whether for cause or without cause even if the bylaws of the corporation states 
otherwise; the same Article states that a board of directors’ member may resign under the 
condition that it is in a (proper) time or he will be liable to the corporation for damages 
resulting from his resignation (Article 68 (3) of the proposed Companies Act). 
489
 Article 66 of the existing Companies Act. 
490
 Article 109 of the existing Companies Act; under the Proposed Companies Act, the 
competent judicial authority may remove the board of directors and assign a temporary 
manager and state his powers and term, without including the absolutely necessary 
language.(Article 100 of  the proposed Companies Act). 
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f. Remuneration 
(1) Under the Existing Companies Act  
     The bylaws of the corporation are required to set forth the manner of 
remunerating members of the board of directors, which remuneration may 
take the form of a specified director’s fee, separate fees for attending 
meetings, a specified percentage of corporate profits, or any other material 
benefit.
 491
 Any two or more of these benefits may be paid.
492
 
     If the remuneration consists of a specified percentage of corporate profits, 
it may not be in excess of 10% of net profits after deduction of appropriate 
expenses, depreciation and reserves and only after payment of a dividend to 
shareholders of not less than 5% of the corporation’s capital.
493
 
     Finally, Article 74 of the existing Companies Act requires that the board of 
directors' report to the regular general assembly include a comprehensive 
statement of all compensation received by directors in their capacity as 
directors during the financial year, as well as all the amounts received by 
directors in their capacity as officers or executives of the company, or in 
consideration of technical, administrative, or advisory services.
494
 
                                                 
491
 Article 74 of the existing Companies Act. 
492
 Id. 
493
 Id. 
494
 Concerning limitation on remuneration to board members of corporations that the state 
does not guarantee to them minimum profit or the state guarantees such minimum but they do 
not benefit of such guarantee, the Minister of Commerce’s decision number 1071 on 
11/02/1412H states in part [Translation by author]: 
1- The maximum director’s annual remuneration to those corporations’ which its 
bylaws state that the remuneration of the members of the board of directors will be a 
percentage of the profit is (200,000) two hundred thousand Saudi Riyals. This 
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(2) Under the Proposed Companies Act  
     The proposed Companies Act affects two aspects of compensating 
directors by means of a share of the corporation’s net profits. First, the 
dividend to shareholders must be not less than 5% of the paid-in capital.
495
 
Second, a director’s right to a percentage of the net profits would be required 
to be limited by reference to the proportion of meetings actually attended by 
the board member.
496
 
3. Meetings  
a. Location 
     The Companies Act contains no requirement concerning the location of 
meetings of the board of directors, this is a matter governed by the bylaws. 
Article 80 simply provides that “The board of directors shall meet at the 
summons of its chairman in the manner prescribed in the company’s 
bylaws.”
497
 
                                                                                                                               
remuneration is to be paid out of profits after the distribution of a dividend of not 
less than 5% of the corporation’s capital. 
2- The maximum attendance fee ( for each member) is (3000) three thousand Saudi 
Riyals to each meeting of board of directors meeting. 
495
 Article 76 (2) of the proposed Companies Act. 
496
 Id. 
497
 Article 80 of the existing Companies Act. 
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b. Requirement to Hold Meetings or a Specific Number of 
Them 
(1) Under the Existing Companies Act  
     There is no statutory requirement that the boards of directors meet 
regularly or meet any specific number of times during the year. This matter is 
left to the corporation’s bylaws. The requirement that the board prepare an 
annual financial report for the annual general assembly
498
 necessitates at least 
                                                 
498
 Article 89 of the existing Companies Act provides: 
The board of directors shall, at least sixty days prior to the date set for the 
holding of the annual general meeting, prepare for every financial year of the 
company a balance sheet, a profit and loss statement, and a report on the 
company's operations and financial position and on the method which it 
proposes for the distribution of net profits. 
The said documents shall be signed by the chairman of the board of directors, 
and copies thereof shall be placed at the disposal of stockholders [at] the head 
office of the company at least twenty-five days prior to the date set for such 
general meeting. The chairman of the board of directors must publish, in a 
newspaper distributed in the locality, in a newspaper distributed in the locality 
[sic] of the head office of the company, the balance sheet, the profit and loss 
statement, a comprehensive summary of the board of directors report, and the 
full text of the auditor's report, and must send a copy of each of these 
documents to the General[.] [sic] Administration for Companies at least twenty-
five days prior to the date set for the general meeting[.]" [sic] (alteration to the 
original in the quoted text) 
 
     Moreover a separate Article, Article 123 requires in effect: 
 
At the end of every financial year the board of directors shall make an 
inventory of the value of the company assets and liabilities as of that date and 
shall prepare a balance sheet of the company, a profit and loss statement, and a 
report on its operations and financial position for the expired financial year, 
setting out the proposed method for the allocation of net profits. The board 
shall put the said documents at the disposal of the auditor at least fifty-five days 
prior to the date set for the general meeting. 
 
     A separate Article 128 of the existing Companies Act requires that these financial 
statements along with the auditor’s report are subject to the following filing requirements: 
 
The directors must, within thirty days of the date of approval by the general 
meeting of the balance sheet, the profit and loss statement, the board of 
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one meeting, and there is also a statutory requirement that a meeting must be 
called if so requested by two or more directors.
499
 Of course, as a practical 
matter a typical board of directors will have to meet multiple times during the 
course of a year in order to fulfill its managerial responsibilities. 
(2) Under the Proposed Companies Act  
     Article 76 (3) of the proposed Companies Act requires that the board of 
directors’ report to the shareholders “also includes a statement of the number 
of board meetings and the number of meetings attended by each member from 
the date of the last general Assembly.”500 In addition, Article 83 (1) of the 
second proposal to the Companies Act would require the board of directors to 
meet at least twice a year. 
c. Chairperson: Appointment and Rights 
(1) Under the Existing Companies Act  
     Subject to the corporation’s bylaws, the board of directors appoints from 
its members a chairperson and a managing director; one member may hold 
both positions.
501
 The board also appoints a secretary who may, but is not 
                                                                                                                               
directors' report and the auditor's report file copies of the said documents with 
the Commercial Register office and with the General Department of 
Companies.  
The matter of the auditor’s report is discussed below at  II. E. 1. a. 
 
     There are however other matters included in the Companies Act that refers to 
actions taken by the board of directors in this regard (see Article 69 of the existing 
Companies Act).  
499
 Article 80 of the existing Companies Act. 
500
 Translation by author. 
501
 Article 79 of the existing Companies Act. 
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required to be a director.
502
 Their powers and remuneration are as stated in the 
bylaws; otherwise, the board of directors will determine these matters.
503
 
     The term of office for the chairperson, managing director and the secretary 
who is a board of directors’ member each may not be longer than his term as 
member of the board of directors.
504
  
(2) Under the Proposed Companies Act  
     Article 82 (1) of the proposed Companies Act provides that the chairperson 
of the board of directors represents the corporation in the courts, arbitration 
proceedings and other forums. The chairperson may delegate some of his 
powers to other members of the board of directors or to others.
505
 
     Under Article 81 (1) of the proposed Companies Act, the appointment of a 
managing director by the board of directors is optional.
506
  
     Finally, under Article 81 (1) of the second proposal to the Companies Act, 
there is a statutory prohibition against the same person serving as both the 
chairperson of the board of directors and in any executive position.
507
  
                                                 
502
 Id. 
503
 Id. 
504
 Id. 
505
 Article 82 (1) of the proposed Companies Act. 
506
 The same Article would require a board of directors to appoint from its member a vice 
chairperson. (Article 81 (1) of the proposed Companies Act); in the absence of the chair 
person, his vice will take his place. (Article 82 (2) of the proposed Companies Act).  
507
 As discussed below in  II. G. 6. c. (2). (c), an existent current elective rule, 12 (d) of the 
Corporate Governance Regulations, which is subject to comply or disclose as discussed in 
 II. G. 5. c would require that on corporation listed on the market. However, in the case that the 
proposed Companies Act gets adopted, imposing such rule would mandate such rules on both 
privately and publicly held corporations (listed corporation). 
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d. Notice  
     Article 80 of the existing Companies Act provides that the chairperson of 
the board of directors has the authority to call and give notice of meetings in 
the manner provided for in the corporation’s bylaws.
508
 
e. Quorum and Voting Requirements   
     Unless the company’s bylaws provide for a larger proportion or number, 
the quorum for a board of directors’ meeting is at least one half of the 
directors but in no event fewer than three.
509
 
     As a general rule, board of directors’ resolutions must be approved by a 
majority vote of members present or represented at a meeting at which a 
quorum is present unless a higher proportion is otherwise required by the 
corporation’s bylaws.
510
 In the case of a tie vote, the chairperson’s vote will 
determine the outcome. That is, the side which has the vote of the chairperson 
will prevail, unless otherwise provided in the bylaws.
511
  
f. Voting by Proxy  
     In contrast to the universal practice in the United States,
512
 Article 80 
permits board members to vote by proxy, but only if so provided for in the 
bylaws. Article 80 in part provides as follows: 
                                                 
508
 Article 80 of the existing Companies Act. 
509
 Id. 
510
 Id. 
511
 Id. 
512
 ROBERT C. CLARK, CORPORATE LAW, 109-110 (1986). 
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A director may not give proxy to any other director to attend the 
meeting on his behalf, unless this is authorized by the company's 
bylaws.  
 
g. Action in Lieu of a Meeting 
(1) Under the Existing Companies Act  
     A resolution may be adopted without a meeting of directors by referring 
the matter “to the directors individually” unless any member makes a written 
request that the matter be considered in a meeting of the directors to deliberate 
on such resolution,
513
 in which case the matter must be “laid before the board 
at the first following meeting.”
514
 When acting without a meeting, apparently 
the matter need be put to all directors but an affirmative response is required 
only from that number necessary to take the action at a meeting at which all 
were present. 
     Article 81 of the existing Companies Act, which governs this matter 
provides: 
The boa[r]d (of directors) may adopt resolutions by putting them 
to the directors individually, unless a director requests in writing 
that the board be convened to deliberate on such resolutions, in 
which case they shall be laid before the board at the first 
following meeting 
                                                 
513
 Article 81 of the existing Companies Act. In the United States unanimous consent is 
required for an action without meeting (section 141 (f) of Delaware General Corporation Law 
and section 8.21 of the Model Business Corporation Act). 
514
 Id.  
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(2) Under the Proposed Companies Act  
          Not all matters could be addressed by written consent without a meeting 
of directors under the proposed Companies Act. Article 84 would provide:
515
 
[translation by author] 
The board (of directors) may adopt resolutions in urgent matters 
by putting them to the directors individually, unless a director 
requests in writing that the board be convened to deliberate on 
such resolutions, in which case they shall be laid before the board 
at the first following meeting. (emphasis added)  
 
h. Minutes  
(1) Under the existing Companies Act  
     Minutes recording deliberations and resolutions of the board of directors 
must be prepared and signed by the secretary and chairperson of the board of 
directors.
516
 
(2) Under the proposed Companies Act  
     Under Article 85 of the proposed Companies Act, there will be a 
requirement that the minutes of the meeting be signed by each member 
present at the meeting.
517
 
4. Duty of Care 
     Article 76 of the existing Companies Act provides in part:  
 
                                                 
515
 Article 84 of the proposed Companies Act. 
516
 Article 82 of existing Companies Act. 
517
 Article 85 of the proposed Companies Act; under the same Article, minutes must be kept 
in a special book that is signed by the secretary and the chairman of the board of directors or 
his vice (Article 85 of the proposed Companies Act). 
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Directors shall be jointly responsible for damages to the company, 
or the stockholders, or third parties, arising from their 
maladministration of the affairs of the company, or their violation 
of the provisions of [the Companies Act] or of the company's 
bylaws. Any stipulation contrary to this provision shall be 
considered nonexistent.(alteration to the original in the quoted 
text) 
 
     The obvious and difficult question raised by this provision is the 
substantive meaning of the term “maladministration.” Unfortunately, the term 
is not defined in the Companies Act nor is there reported case law interpreting 
the term. As a consequence, because directors are agents of the corporation, 
the matter is apparently addressed in Saudi Arabia under relevant rules of 
agency law. If that is an accurate generalization, the degree of care that is 
owed by a corporate director is that of a reasonable person in a similar 
position.
518
   
5. Duty of Loyalty  
a. Interested Party Transactions--General Rules519 
(1) Under the Existing Companies Act  
     Article 69 of the existing Companies Act provides that: 
 
A director may not have any interest whether [directly]  
520
or 
indirectly, in the transactions or contracts made for the account of 
the company, except with an authorization from the regular 
general meeting, to be renewed annually. Transactions made by 
way of public bidding shall, however, be excluded from this 
(restraint) if the director has submitted the best offer. 
                                                 
518
 AL-JABR, supra note 367, at 339. 
519
 Article 69 of the existing Companies Act. 
520
 The word “directly” was apparently inadvertently omitted from the official translation. 
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      The director must declare to the board (of directors) any 
personal interest he may have in the transactions or contracts 
made for the account of the company. Such declaration must be 
recorded in the minutes of the (board) meeting, and the interested 
director shall not participate in voting on the resolution to be 
adopted in this respect. 
     The chairman of the board of directors shall communicate to 
the regular general meeting when it convenes the transactions and 
contracts in which any director has a persom al [sic] interest. Such 
communication shall be accompanied by a special report from the 
auditor. (alteration to the original in the quoted text) 
 
     In view of the importance of this matter, it is unfortunate that Article 69 is 
not a model of clarity. As a result, there are multiple issues concerning 
interested party transactions that cannot be confidently resolved on the basis 
of the language of the Article and in the absence of relevant case law. These 
issues are discussed below. 
(a) Meaning of the Clause Requiring Authorization 
from the Regular General Meeting 
     Although there is clearly a requirement that an interested party transaction 
receive shareholder approval, the specific nature of this requirement is not 
determinable based on the language of the Article. 
     Although the first sentence of Article 69 might be read to require a 
transaction-by-transaction approval by shareholders, it is the author’s view 
that the meaning of the sentence is that interested party transactions in a 
corporation are simply not permitted unless the corporation’s shareholders 
have determined by resolutions generally that such transactions may occur. 
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Because of the importance of the subject matter of Article 69, requires an 
annual renewal of that authorization. 
     It is noted that on the basis of the language of that first sentence of the 
Article, authorization of interested party transactions could be given on either 
a director-by-director basis or for all directors of the corporation. It is also 
important to note, however, that the sentence fails to specify whether the 
required authorization must occur prior to a corporation entering into the 
transaction or whether after-the-fact ratification will suffice. 
(b) Disclosure of a Transaction to Other Directors 
     Consistent with American law, which requires full disclosure of all 
material facts concerning the director’s interest and the transaction,
521
 Article 
69 of the existing Companies Act requires that the board member notify the 
board of directors of any personal interest he has in the proposed 
transactions.
522
  
(c) Notification to Shareholders of Interested Party 
Transaction and Required Auditor Report 
     Article 69 also provides that the chairperson of the board of directors must 
notify the regular general assembly, when it next convenes, of any interested 
                                                 
521
 E.g., section 144 of Delaware General Corporation Law. 
522
Article 69 of the existing Companies Act. This notification must be entered in the minutes 
of the meeting at which the matter is approved by the board of directors. (id.). 
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party transaction disclosed to the board of directors.
523
 A special report 
prepared by the corporation’s auditor must be attached to such notification. 
(d) Interested Director May Not Vote on Matter 
     The board member who is an interested party is not permitted to vote on 
the resolution concerning the matter.
524
 An existing Minister of Commerce 
decision provides in part that the board of directors’ member who has a direct 
or indirect interest in the transactions or contracts made for the account of the 
company may not vote on the general meeting’s resolution regarding this 
matter. Thus, this resolves an ambiguity on the issue under existing law 
concerning whether a director may vote on the matter as a shareholder.
525
 
(2) Under the Proposed Companies Act  
(a) Clarification Concerning “Prior Permission” 
From Shareholders   
     Proposed Article 71 (1) would provide that the shareholders’ authorization 
must occur prior to interested party transaction. Article 71(1) provides: 
[translation by author] 
                                                 
523
 Id. 
524
 Id. 
525
 Commerce Ministers Decision number 5715 dated 05/16/1429 H corresponding to 
05/21/2008 AD. This decision was issued based on the authority given to the Minister in 
Article 232 of the existing Companies Act. Article 71 (1) of the proposed Companies Act 
confirms the Minister of Commerce decision concerning the interested directors’ right as a 
shareholder to vote on the matter. Article 18 of the Corporate Governance Regulation 
discussed below in  II. G. 6. c. (2). (f), which is subject to comply or disclose as discussed in 
 II. G. 5. c also states that the interested member must not vote on the board of directors’ or the 
general assembly’s resolutions regarding the interested transaction. 
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A director may not have any interest whether directly or 
indirectly, in the transactions or contracts made for the 
account of the company, except with a prior authorization 
from the regular general meeting/assembly, to be renewed 
annually. The director must declare to the board (of directors) 
any interest whether directly or indirectly he may have in the 
transactions or contracts made for the account of the company, 
and such declaration must be recorded in the minutes of the 
(board) meeting. And the interested director shall not 
participate in voting on the resolution to be adopted in this 
respect in the board of directors and general meetings. The 
chairman of the board of directors shall communicate to the 
regular general meeting when it convenes the transactions and 
contracts in which any director has interest whether directly or 
indirectly, and such communication shall be accompanied by a 
special report from the company’s
526
 external auditor. 
(emphasis added). 
 
(b) Clarification Concerning Disclosure 
     While Article 69 of the existing Companies Act describes an interested 
party transaction as one in which a director has an interest “[directly]  
527
or 
indirectly” later paragraphs in Article 69 describes the circumstances in which 
an interested director must make disclosures of his interest as situations in 
which he has “any personal interest.” Although the non-parallel language of 
the existing Companies Act probably was not intended to convey a difference 
in meaning, any doubt is removed by Article 71 (1) of the proposed 
Companies Act, which would substitute a reference to a “direct or indirect 
interest” for “personal interest.” 
                                                 
526
 Corporation’s. 
527
 As noted in note 520 above, in an apparent oversight the word “directly” is not included in 
the official translation. 
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(c) New Clause Concerning the Consequences of 
Nondisclosure to the Board of Directors  
     Article 71 (2) of the proposed Companies Act would provide: [translation 
by author] 
 
If the board member fails to disclose his interest as mentioned in 
clause (1) of this Article, the corporation and any interested 
person may request in front of the judicial authority that has 
jurisdiction to nullify the contract or oblige the member to 
surrender any profits or gain he made from this. 
 
     Under the existing Companies Act, there is no express authority in 
the courts to either nullify such contract or require any profit to be 
surrendered to the corporation.  
b. Competition with the Corporation/ Engaging in Any 
Commercial Activity Carried Out by the Corporation.
 528
 
(1)  Under the Existing Companies Act  
Article 70 of the existing Companies Act provides that: 
 
A director may not, without authorization from the regular general 
meeting, to be renewed annually, participate in any business 
(enterprise) competitive with that of the company, or engage in 
any of the commercial activities carried on by the company; 
otherwise, the company shall have the right either to claim 
damages from him or to consider the operations he has conducted 
for his own account as having been conducted for the account of 
the company. 
 
                                                 
528
 Article 70 of the existing Companies Act. 
149 
 
     Thus, a board member must not without authorization of the regular 
general assembly participate in any business (enterprise) competitive with that 
of the company, or engage in any of the commercial activities carried on by 
the company. Like Article 69 concerning interested party transactions, this 
Article constitutes an unequivocal prohibition against the competitive conduct 
described in the Article, unless there has been authorization for such conduct 
from the corporation’s shareholders. This authorization must be renewed 
annually.
529
 
     It does not appear to the author that it is the legislature’s expectation that 
such authorization or permission would be granted to a corporation’s directors 
generally, as might be the case concerning interested party transactions, but 
would occur only on a case-by-case basis as a particular director might need 
such permission. For example, a corporation may find it desirable to have as a 
director a person with substantial experience in a competing business. In this 
circumstance, and in support of the author’s view, there is no specific 
disclosure requirement to the board of directors as there is in the case of 
permission to engage in interested party transactions. Presumably, all 
appropriate disclosures would occur during the process of the authorization. 
     It is the author’s view that the language in Article 70 of the existing 
Companies Act regulating a director’s participation “in any of the commercial 
activities carried on by the company” would encompass most, if not all, 
                                                 
529
 Id. 
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commercial conduct by a director that falls within what is known in the 
United States as “corporate opportunity” doctrine. If any conduct would fall 
outside the scope of Article 70, such conduct would be regulated under 
general principles of Saudi agency law. 
(2) Under the Proposed Companies Act  
     Article 72 of the proposed Companies Act would read: [translation by 
author] 
A director may not participate in any business (enterprise) 
competitive with that of the company, or compete with the 
company in any of the activities carried on by the company; or the 
corporation will have the right to demand adequate compensation 
from the violator in front of the judicial authority that has 
jurisdiction, unless he has a prior authorization from the regular 
general meeting-to be renewed annually-permitting him to do so. 
 
     In what might be viewed as an attempt to broaden the scope of existing 
Article 70, it is noted that in the proposed Companies Act the phrase “engage 
in any of the commercial activities carried on by the company” would be 
amended to read “compete with the corporation in any of the activities carried 
on by the company”
530
 Thus, under Article 72 of the proposed Companies Act 
directors are barred from competing in non-commercial as well as commercial 
activities. On the other hand, by replacing “engage” with “compete” Article 
72 may be narrower than Article 70 because it is possible to engage in an 
activity without competing with the corporation. 
                                                 
530
 Article 72 of the proposed Companies Act. 
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c. Corporate Loans to Directors  
(1) Under the Existing Companies Act  
     The corporation is prohibited from making any cash loan to a board 
member or from guaranteeing any loan contracted by a board member with a 
third party.
531
 However, banks and other credit companies may extend credit 
to its board members under the same terms and conditions as they extend 
credit to members of the public.
532
 
(2) Under the Proposed Companies Act  
     Article 73(1) of the proposed Companies Act extends the prohibition 
against loans and guarantees to shareholders.
533
 However, loans and 
guarantees given by the corporation pursuant to a program to motivate its 
employees are excluded from the prohibition, provided the program was 
approved in accordance with the bylaws or pursuant to a resolution adopted by 
a regular general assembly.
534
 
d. Duty to Protect Confidential Information  
(1) Under the existing Companies Act  
     Members of the board of directors are prohibited from disclosing to any 
person other than shareholders in general shareholders’ assemblies any 
confidential information they may have learned by reason of their 
                                                 
531
 Article 71 of the existing Companies Act. 
532
 Id. 
533
 Article 73(1) of the proposed Companies Act. 
534
 Article 73 (3) of the proposed Companies Act. 
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directorship.
535
 Engaging in such conduct is ground for removal from office 
and for imposition of personal liability for any damages to the corporation.
536
 
(2) Under the proposed Companies Act  
     Article 74 of the proposed Companies Act would extend the duty not to 
disclose confidential information to any such information learned by directors 
irrespective of whether the information was learned by reason of their 
directorship. Moreover, Article 74 would include a statutory prohibition 
against the use of confidential information the directors know of by reason of 
their directorship.
537
 
e. Duty Not to Vote on Exculpatory Shareholders’ 
Resolutions.  
(1) Under Existing Companies Act  
     Article 93 of the existing Companies Act provides that directors may not 
vote on shareholder resolutions that would exculpate them from liability for 
their administration. 
 
(2) Under the Proposed Companies Act  
     In addition to the prohibition of board members voting on exculpatory 
shareholders’ resolutions, Article 95 (2) of the proposed Companies Act 
                                                 
535
 Article 72 of the existing Companies Act. 
536
 Id. 
537
 Article 74 of the proposed Companies Act. 
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provides that the corporation’s board members may not vote on general 
assembly resolutions pertaining to a direct or indirect interest for them.
538
 
Thus, Article 95 (2) of the proposed Companies Act provides: [translation by 
author] 
Directors may not participate in voting on resolutions of a 
meeting pertaining to their relief from liability for their 
administration of the company or to a direct or indirect interest 
to them. 
 
     Although this prohibition against voting as a shareholder on matters in 
which the director has an interest is redundant of that in proposed Article 71 
(1) pertaining to interested party transactions, it will have useful application in 
situations involving competition with the corporation, because proposed 
Article 72, which governs competition, has no such explicit prohibition. 
6. Liability of Board Members 
a.  Article 76: Express Cause of Action for Directors’ 
Wrongful Conduct 
(1)  Under the Existing Companies Act--General Rule 
As discussed above, Article 76 of the existing Companies Act provides: 
 
Directors shall be jointly responsible for damages to the company, 
or the stockholders, or third parties, arising from their 
maladministration of the affairs of the company, or their violation 
of the provisions [the Companies Act] or of the company's 
bylaws. Any stipulation contrary to this provision shall be 
considered nonexistent. 
 
                                                 
538
 Article 95 (2) of the proposed Companies Act. 
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     (Joint) liability shall be assumed by all directors if the 
wrongful act arises from a resolution adopted by unanimous vote. 
But with respect to resolution adopted by majority vote, dissenting 
directors shall not be liable if they have expressly recorded their 
objection in the minutes of the meeting.  Absence from the 
meeting at which such resolution is adopted shall not constitute 
cause for relief from liability, unless it is established that the 
absentee was not aware of the resolution, or, on becoming aware 
of it, was unable to object to it.  
 
     A liability action shall not be barred by the regular general 
assembly’s approval to exonerate the board of directors.  
     The liability action shall not be heard after the passage of three 
years from the discovery of the wrongful act.
539
  (alteration to the 
original in the quoted text) 
 
     Thus, Article 76 provides an express civil action that can be brought 
against directors. The board members are jointly liable for any harm caused to 
the corporation, its shareholders or to any third party resulting from their 
maladministration of corporate affairs,
540
 or violation of any provision of the 
Companies Act or of the corporation’s bylaws.
541
 Although this liability is 
joint, dissenting directors are not liable if they have expressly recorded their 
objection in the minutes of the meeting.
542
 An absent director is excused from 
such joint liability only if the director was unaware of the resolution or unable 
to object to the resolution after becoming aware of it.
543
 
                                                 
539
 The last two sentences of the Article in the absence of an official translation are the 
author’s translation. Although beyond the scope of this paper there is the possibility there 
could be a criminal consequences for a director who fails to meet the requirements of the 
Companies Act (see Article 229 of the existing Companies Act). 
540
 Article 76 of the existing Companies Act. 
541
 Id. 
542
 Id. 
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     The statute of limitations for an action brought pursuant to Article 76 is 
three years from the discovery of the wrongful conduct.
544
 Finally, Article 76 
expressly provides that exoneration from the shareholders will not prevent a 
liability claim from being filed. 
(2) Under the Proposed Companies Act  
(a) Changes to Statute of Limitations 
     Article 78 (3) of the proposed Companies Act amends the language of the 
statute of limitations found under Article 76 of the existing Companies Act: 
[translation by author] 
 
The liability action shall not be heard after the passage of three 
years from discovery of the prejudicial act. And in other than the 
two cases of forgery and fraud, liability action shall not be heard 
in all cases after the passage of five years of from the end date of 
the fiscal year in which prejudicial act occurred or three years 
from the end of the membership of the interested board member 
whichever is later. 
b. Direct Corporate Cause of Action Based on Article 77 
     Article 77 of the existing Companies Act provides as follows: 
 
The company may institute an action in liability against (its) 
directors for wrongful acts that cause prejudice to the body of 
stockholders. The resolution to institute this action shall be made 
by the regular general meeting, which shall appoint a person (or 
persons) to pursue the case on behalf of the company. If the 
company is adjudged bankrupt, the institution of this action shall 
rest with the receiver, and upon the dissolution of the company, 
the liquidator shall (institute and) pursue the case after obtaining 
the approval of the regular general meeting. 
      
                                                 
544
 Id. 
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     The focus of Article 77 is on the corporation’s right to bring a cause of 
action against its directors for any of the misconduct described in Article 76, 
referred to in Article 77 as “wrongful acts.” Consistent with this focus of 
Article 77, it is the author’s view that the clause in the first sentence-“that 
cause prejudice to the body of stockholders”- is referring to direct harm to the 
corporation that indirectly harms its shareholders. Use of term “body” is 
significant because it connotes the shareholders being joined together as a 
single entity, i.e., the corporation. 
     In addition, as clearly provided in the second sentence of Article 77, the 
power to institute this cause of action is with the corporation’s shareholders 
rather than its directors as is customary in the United States. This procedure is, 
however, consistent with the shareholder primacy model of Saudi corporate 
law. In this regard, it is especially important to note that Article 93 of the 
existing Companies Act, as has been discussed above in  II. F. 5. e. (1) on page 
152, clearly provides that the shares of an interested director-shareholder may 
not be voted in the matter. Thus, Article 93 provides in part: 
[D]irectors may not participate in voting on resolutions of a 
meeting pertaining to their relief from liability for their 
administration. 
 
(1) Matters Related To Duty of Care 
      As has previously been discussed in  II. F. 6. a. (1), on page 153, Article 76 
provides for joint liability to the corporation where “maladministration” of 
corporate affairs is present. 
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(2) Matters Related To Duty of Loyalty 
(a) Under the Existing Companies Act  
     Because Article 69 of the existing Companies Act requires transactions in 
which directors have a personal interest to be disclosed to the board of 
directors and approved by the regular general assembly, such transactions 
generally will not be the subject of litigation. However, in the exceptional 
case, the provisions of Article 77 arguably would apply to authorize suits by 
the corporation for rescission or damages. The same presumably would be 
true in a case in which there is a violation of Article 71’s prohibition of loans 
by non-banking corporations to their directors, which are simply a specific 
and inherently dangerous example of an interested director transaction. 
     Article 70 of the existing Companies Act, like Article 69, requires 
authorization from the regular general assembly before directors may engage 
in any commercial activities carried on by the corporation, whether or not 
directly competitive with the corporation. It expressly provides a cause of 
action for damages, or alternatively, the right to an accounting for any profits 
made by the director. The provisions of Article 77 should apply to a 
proceeding to enforce the corporation’s rights. 
     Finally, Article 72 prohibits directors from disclosing confidential 
corporate information known to them by reason of their relationship to the 
corporation. Violation of Article 72 is cause for removal from the board and 
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subjects the directors to liability for damages. Once again, prosecution of the 
cause of action should be governed by Article 77. 
(b) Under the Proposed Companies Act  
     The accounting remedy in Article 70 of the Existing Companies Act 
concerning engaging in commercial activities carried on by the corporation 
has been omitted from proposed Article 72, but the corporation will still have 
the right to claim adequate damages from the violator.
545
 In addition, the 
corporation’s right to seek damages from directors who violate the prohibition 
against loans and guarantees is now stated expressly in Article 73 (4) of the 
proposed Companies Act.
546
  
c. Derivative Suits 
(1) Under the Existing Companies Act  
 Article 78 of the existing Companies Act provides as follows:  
 
Every stockholder shall have the right to institute the action in 
liability against directors on behalf of the company if the wrongful 
act committed by them is of a nature to cause him personal 
prejudice. However, the stockholder may institute such action 
only if the company's right to institute it is still valid and after 
notifying the company of his intention to do so. If a stockholder 
institutes such action, he shall be adjudged (compensation) only to 
the extent of the prejudice caused to him. (alteration to the 
original in the quoted text) 
 
                                                 
545
 Article 72 of the proposed Companies Act. 
546
 Article 73 (4) of the proposed Companies Act. 
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     The focus of Article 78 of the existing Companies Act is on the 
shareholders right to initiate litigation against directors for any of the 
misconduct specified in Article 76, discussed above.
 
 
     Unfortunately, the nature of this cause of action is unclear. Although the 
first sentence of the Article specifies that the litigation is “on behalf of the 
company” that sentence continues by providing that this litigation may be 
instituted if the wrongful conduct “is of a nature to cause him personal 
prejudice.” Moreover, the last sentence provides that in this litigation that the 
stockholder “shall be adjudged (compensation) only to the extent of the 
prejudice caused to him.” 
     The language of the Article just noted suggests that a stockholder under 
Article 78 is limited to litigation instituted for the purpose of compensating 
that shareholder only for any harm he has directly suffered as a result of the 
wrongful conduct; i.e., what is known in the U.S. as a direct action 
     Such a reading ignores the competing language that the litigation is “on 
behalf of the company.” Moreover, if this is the intended meaning of Article 
78, a traditional American-style minority shareholder derivative cause of 
action on the corporation’s behalf, for harm suffered by the corporation, is not 
provided for. 
     An alternative (and more sensible) reading of Article 78 is that to the 
extent any compensation is awarded other than to the corporation directly, the 
shareholder instituting the litigation shall only be awarded his allocable share 
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of such compensation. This interpretation of Article 78 is supported by the 
dual limitations that the shareholder may institute the action only if the 
corporation’s right is still valid and only after notifying the corporation of his 
intent to do so.
547
 Even under this reading, however, Article 78 would seem to 
authorize only suits asserting a combination of both derivative and direct 
claims. This Ambiguity will not deter investments because there is no need for 
derivative suits under Saudi law because of shareholders primacy and because 
of the general assembly’s ability to sue under Article 77 discussed above in 
 II. F. 6. b on page 155 
(2) Under the Proposed Companies Act  
     Article 80 of the proposed Companies Act provides as follows [translation 
by author]:  
 
Every stockholder shall have the right to institute the action in 
liability against directors on behalf of the company if the wrongful 
act committed by them is of a nature to cause him personal 
prejudice. However, the stockholder may institute such action 
only if the company's right to institute it is still valid and after 
notifying the company of his intention to do so. If a stockholder 
institutes such action, his right is restricted to only request 
compensation for the special prejudice caused to him. 
 
     Unfortunately, proposed Article 80 does not resolve the ambivalence found 
in Article 78. If anything, the change in focus of the last sentence, from the 
amount of damages the plaintiff may be awarded to the amount of damages 
the plaintiff may seek, seems to emphasize the direct nature of the litigation, 
and to that extent only increases the tension. Once again, however, this result 
                                                 
547
 Article 78 of the existing Companies Act. 
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may be seen as consistent with the Saudi Arabian corporate philosophy of 
shareholder primacy. After all, pure derivative suits are necessary in American 
law because of its directors’ primacy model. 
d. Direct Shareholders Cause of Action 
     Since the board members are agents of the corporation and not agents for 
individual shareholders, a direct injury to individual shareholders raises a 
cause of action which is separate and is distinct from a corporate cause of 
action.
548
 
G. The Corporate Governance Regulations549  
1. Statutory Authority for Adoption by the Capital Market 
Authority.  
     Articles 5 and 6 of the Capital Market Law, discussed below, created and 
gave full authority to the Capital Market Authority, discussed above in 
 I. B. 3. c. (2) on page 19, to regulate the matters included within the scope of the 
law. 
     Article 5 defines the Capital Market Authority’s responsibilities, its rule 
making authority, and its authority to conduct appropriate investigations as 
follows: 
                                                 
548
 ḤAMD ALLĀH,  supra note 88, at 313.  
549
 Corporate Governance Regulations were issued by the Board of Capital Market Authority 
Pursuant to Resolution No. 1/212/2006 dated 10/21/1427AH (corresponding to 11/12/2006) 
Amended by Resolution of the Board of the Capital Market Authority Number 1-10-2010 
Dated 3/30/1431H corresponding to 3/16/2010G. 
162 
 
a. The Authority shall be the agency responsible for issuing 
regulations, rules and instructions, and for applying the provisions 
of this Law. To achieve these objectives, the Authority shall: 
 
1. Regulate and develop the Exchange, seek to develop and 
improve methods of systems and entities trading in Securities, and 
develop the procedures that would reduce the risks related to 
Securities transactions. 
2. Regulate the issuance of Securities and monitor Securities and 
dealing in Securities. 
3. Regulate and monitor the works and activities of parties subject 
to the control and supervision of the Authority. 
4. Protect citizens and investors in Securities from unfair and 
unsound practices or practices involving fraud, deceit, cheating or 
manipulation. 
5. Seek to achieve fairness, efficiency and transparency in 
Securities transactions. 
6. Regulate and monitor the full disclosure of information 
regarding Securities and their issuers, the dealings of informed 
persons and major shareholders and investors, and define and 
make available information which the participants in the market 
should provide and disclose to shareholders and the public. 
7. Regulate proxy and purchase requests and public offers of 
shares. 
 
b. The Authority may publish a draft of regulations and rules 
before issuing or amending them. The regulations, rules and 
instructions issued by the Authority shall be effective in the 
manner prescribed under their provisions. 
 
c. For the purpose of conducting all investigations which, in the 
opinion of the Board, are necessary for the enforcement of the 
provisions of this Law and other regulations and rules issued 
pursuant to this Law, the members of the Authority and its 
employees designated by the Board are empowered to subpoena 
witnesses, take evidence, and require the production of any books, 
papers, or other documents which the Authority deems relevant or 
material to its investigation. The Authority shall have the power to 
carry out inspections of the records or any other materials, 
whoever the holder may be, to determine whether the person 
concerned has violated, or is about to violate any provision of this 
Law, the Implementing Regulations or the rules issued by the 
Authority. 
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     Article 6 then describes in considerable detail the specific powers granted 
to the Capital Market Authority concerning the matters within its jurisdiction. 
Article 6, provides in part: 
 
a. The Authority shall have the power to carry out its functions 
under this Law as well as the regulations, rules and instructions 
issued pursuant thereto including, but not limited [to] the power 
to: 
 
1. Set forth policies and plans, conduct studies and issue necessary 
rules to achieve the Authority’s objectives. 
2. Issue and amend the Implementing Regulations as may be 
necessary to enforce the provisions of this Law. 
3. Approve the offering of Securities. 
4. Give advice and make recommendations to government 
authorities in respect of matters that would contribute to the 
development of the Exchange and the protection of investors in 
Securities. 
 
* * * * 
6. Approve the listing, cancel or suspend the listing, of any Saudi 
Security traded on the Exchange of any Saudi issuer, on any stock 
exchange outside the Kingdom. 
7. Prohibit any Security or suspend the issuance or trading of any 
Securities on the Exchange, as the Authority may deem necessary. 
 
* * * * 
9. In addition to other provisions of relevant regulations, the 
Authority shall have the right to establish standards and conditions 
required for the auditors who audit the books and records of the 
Exchange, the Depositary Center, brokerage companies, 
investment funds and joint stock companies listed on the 
Exchange…. 
10. Determine the contents of annual and periodical financial 
statements, reports and documents that should be submitted by 
issuers offering Securities for public subscription or the issuers 
whose Securities are listed on the Exchange. 
11. Define and explain the terms and provisions set out in this 
Law. 
12. Issue decisions, instructions and set the procedure as deemed 
necessary for the implementation of the provisions of this Law 
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and the Implementing Regulations, and conduct inquiries and 
investigations regarding violations of the provisions of this Law 
and the Implementing Regulations. 
 
* * * * 
15. Prepare the regulations and rules for the surveillance and 
supervision of entities subject to the provisions of this Law. 
 
* * * * 
18. Grant the necessary licenses to be issued in accordance with 
the provisions of this Law and its Implementing Regulations, 
including the licensing of rating companies and agencies and the 
conditions thereof. 
 
* * * * 
(alteration to the original in the quoted text) 
2. Applicability. 
     The Corporate Governance Regulations are applicable only to publicly-
traded corporations.
550
   
3. Adoption 
     The Corporate Governance Regulations were initially adopted by the 
Capital Market Authority on November 12, 2006 and have been subject to a 
later amendment.
551
 
4. Subject Matter Included in the Corporate Governance 
Regulations 
     For the convenience of the reader, the table of contents of the Corporate 
Governance Regulations is included in part below: 
                                                 
550
 Article 1 (a) of the Corporate Governance Regulations. 
551
 Amended by Resolution of the Board of the Capital Market Authority Number 1-10-2010 
Dated 3/30/1431H corresponding to 3/16/2010G. 
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Part 2 : Rights of Shareholders and the General Assembly 
 
Article 3. General Rights of Shareholders 
Article 4. Facilitation of Shareholders’ Exercise of Rights and 
Access to Information 
Article 5. Shareholders Rights related to the General Assembly 
Article 6. Voting Rights 
Article 7. Dividends Rights of Shareholders 
 
Part 3 : Disclosure and Transparency 
 
Article 8. Policies and Procedures related to Disclosure 
Article 9. Disclosure in the Board of Directors’ Report 
 
Part 4 : Board of Directors 
 
Article 10. Main Functions of the Board 
Article 11. Responsibilities of the Board 
Article 12. Formation of the Board 
Article 13. Committees of the Board 
Article 14. Audit Committee 
Article 15. Nomination and Remuneration Committee 
Article 16. Meetings of the Board 
Article 17. Remuneration and Indemnification of Board Members 
Article 18. Conflict of Interest within the Board 
5. Sources of Provisions Included in the Corporate 
Governance Regulations552 
a. Provisions “Borrowed” from Other Sources 
     Many matters included in the Corporate Governance Regulations when 
they were adopted in 2006 were previously recognized, regulated and 
mandated by “another law, regulation, rule or resolution of the Board of the 
Capital Market Authority.” The sources of such material are as follows: 
                                                 
552
 It is noted that there are provisions included in the Corporate Governance Regulations that 
are also included in other laws and regulations, which provisions do not apply to all publicly-
traded corporations, but are applicable only to corporations engaged in specified areas of 
business, for example, banking and insurance. 
166 
 
provisions included in the existing Companies Act of 1965; provisions of the 
Capital Market Law of 2003; and regulations and rules adopted by the Board 
of the Capital Market Authority Prior to 2006.
553
 These provisions are 
mandatory, unless the terms of the provision expressly provide that the 
provision is elective. 
     The reader should understand that the translation of the Corporate 
Governance Regulations articles of association and bylaws is very different 
than the way those terms are used in the Companies Act translation. In Arabic 
the word that the Companies Act translates as bylaws is translated in the 
Corporate Governance Regulations as articles of association. In other words, 
when the Corporate Governance Regulations use the term “articles of 
association” the Companies Act would use the term “bylaws.”
554
 Thus, 
“bylaws” as used in the Corporate Governance Regulations is a translation of 
an Arabic term that refers to a document that is not mentioned in the 
Companies Act. The author believes that it would be equivalent, for example, 
to a code of ethics as required by the Sarbanes-Oxley Act.  
b. New Provisions  
     Other matters were newly recognized in the Corporate Governance 
Regulations. The newly recognized matters are mandatory only if 
subsequently made mandatory by a resolution of the Board of the Capital 
                                                 
553
 A list of all regulations adopted by the Capital Market Authority is discussed above at 
 I. B. 3. c. (1). 
554
 See Appendix III. 
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Market Authority.
555
 The provisions that the Board has made mandatory are 
discussed below at  II. G. 6. b on page 171. 
     In addition, in Article 29 of the Listing Rules,
556
 adopted in 2004, the 
Capital Market Authority is given broad express authority to require any 
particular listed corporation to treat as mandatory any provision that would 
otherwise be elective. Article 29 of the Listing Rules provides as follows: 
The Authority may, as it considers necessary for the protection of 
investors, require the issuer to comply with any * * * rules 
[regulating its management] that it deems appropriate whether in 
relation to the qualifications of the directors, senior management, 
audit committee or external auditor of the issuer, or the 
competency of any of them, or in relation to the responsibilities or 
powers of any of them or in relation to the decision making 
processes or otherwise. (alteration to the original in the quoted 
text) (emphasis added) 
 
c. Elective Provisions: “Comply or Disclose.” 
     A critical matter concerning all elective provisions in the Corporate 
Governance Regulations are certain provisions with which publicly-traded 
corporations must comply or explain why they elect not to comply. This is 
                                                 
555
 See Article 1 (b) of the Corporate Governance Regulations. 
556
 Article 9 (b) states: 
 To be admitted to the official list, there must be a sufficiently liquid and open 
market for the shares that are the subject of the application, as follows: 
1) there must be at least 200 public shareholders; and 
2) at least 30% of the class of shares that are the subject of the application are 
owned by the public. 
The Authority may permit a lower percentage or a lower number of 
shareholders if it considers that it is appropriate in view of the number of shares 
in the same class and the distribution to the public. For the purposes of this 
paragraph, "public" means persons who are not directors, senior executives or 
any substantial shareholder of the issuer or any of the directors or senior 
executives of a substantial shareholder of the issuer or a relative of any of them. 
A "substantial shareholder" means a person holding five per cent or more of the 
class of shares to be listed. 
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unique to Saudi corporate law, as contrasted to corporate law in the United 
States.
557
 Paragraph (c) of Article 1 of the Corporate Governance Regulations 
states in part:  
“[A] company must disclose in the Board of Directors` report, the 
provisions that have been implemented and the provisions that 
have not been implemented as well as the reasons for not 
implementing them”
558
 (emphasis added) 
 
     Concerning elective provisions, it is the apparent belief of the Capital 
Market Authority that the presence of this disclosure requirement will 
encourage listed corporations to comply with such provisions. This belief is 
apparently based on the assumption that all corporations wish for their 
shareholders and the public to hold a positive image of them. An image that 
applies best corporate governance practices is an important step to attain 
shareholder and public trust, which in turn leads to investment. In short, 
market discipline. 
 
                                                 
557
 There are exceptions to the statement in text. For example, section 407 (a) of the Sarbanes-
Oxley Act directs the SEC to adopt rules that require publicly-traded companies to disclose 
whether their audit committee has at least one member who is a financial expert, and if not, 
the reasons why not. Similarly the SEC amended Regulation S-K to require issuers to disclose 
whether they have an internal procedure to monitor risk, and if not, the reasons why not. 
558
 Paragraph (c) of Article 1of the Corporate Governance Regulations. 
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6. Disclosure Requirements, Mandatory Corporate 
Governance Requirements, and Elective Corporate 
Governance Requirements 
     Included in the Articles of Part 2, 3 and 4 of the Corporate Governance 
Regulations are provisions that will be divided into the following three 
categories, each of which will be separately discussed: Mandatory disclosure 
requirements, other mandatory corporate governance requirements, and 
elective corporate governance requirements. 
a. Provisions Imposing Disclosure Obligations in Addition 
to Those Previously Existing 
     In Articles 8 and 9, the Corporate Governance Regulations impose 
disclosure and transparency requirements in addition to those previously 
existing under the Companies Act of 1965,
559
 the Capital Market Law of 
2003, and the Listing Rules.
560
 As so supplemented, the disclosure 
requirements under Saudi law are similar to comparable provisions under 
federal securities laws in the United States, as discussed above at Public Offer, 
 II. C. 3. c on page 53. 
                                                 
559
 See especially Articles 8 and 9 of the Corporate Governance Regulations. For example, 
Article 9 (b) provides that the content of the report of the board of directors shall include: 
Names of any joint stock company or companies in which the company Board 
of Directors member acts as a member of its Board of directors. 
Where there are no similar requirements under the Companies Act and they are self 
explanatory. 
560
 In Addition, the Listing Rules require continuous reporting obligations similar to those 
imposed by section 13 of the Securities Exchange Act of 1934. 
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     Article 8 simply requires that listed corporations have written disclosure 
policies, procedures and supervisory rules. Article 9 of the Corporate 
Governance Regulations requires that the annual  report of the board of 
directors must include the following: (1) the implemented elective provisions 
of the Regulations as well as the provisions which have not been 
implemented, and the justifications for not implementing them; (2) the names 
of other corporations in which a director acts as a member of its board of 
directors; (3) formation of the board of directors and classification of its 
members; (4) a brief description of the jurisdictions and duties of the board's 
main committees; (5) details of compensation and remuneration paid to each 
of the chairman and other members of the board of directors, the top five 
compensated executives and the CEO, and the chief finance officer if not 
included among the top five executives; (6) any punishment or penalty or 
preventive restriction imposed on the company by the Capital Market 
Authority or any other supervisory or regulatory or judiciary body; and (7) 
results of the annual audit of the effectiveness of the internal control 
procedures of the company. 
     The provisions of Article 9 were made mandatory with respect to listed 
companies, effective in 2009.
561
 
                                                 
561
 The Board of the Capital Market Authority issued resolution Number (1-36-2008) Dated 
11/12/1429H corresponding to 11/10/2008G making Article 9 of the Corporate Governance 
Regulations mandatory on all companies listed on the Exchange effective from the first board 
report issued by the company following the date of the Board of the Capital Market Authority 
resolution mentioned above. 
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b. New Mandatory Requirements 
(1) Paragraphs (c) and (e) of Article 12: Non-Executive and 
Independent Directors. 
     The Board of the Capital Market Authority made paragraphs (c) and (e) of 
Article 12 mandatory with respect to all listed companies, effective in 2009.
562
 
Paragraph (c) provides that the “majority of the members of the Board of 
Directors shall be non-executive members,”
 563
 a concept roughly equivalent 
to an outside director in the United States. Paragraph (e) goes farther and 
requires that the “independent members of the Board of Directors shall not be 
less than two members, or one-third of the members, whichever is greater.”
 564
 
                                                 
562
 The Board of the Capital Market Authority issued resolution Number (1-36-2008) Dated 
11/12/1429H corresponding to 11/10/2008G making paragraphs (c) and (e) of Article 12 of 
the Corporate Governance Regulations mandatory on all companies listed on the Exchange 
effective from year 2009. 
563
 Under Article 2 (b) of the Corporate Governance Regulations, Non-executive director 
means:  
A member of the Board of Directors who does not have a full-time 
management position at the company, or who does not receive monthly or 
yearly salary. 
564
 Under Article 2 (b) of the Corporate Governance Regulations, Independent Member 
means: 
A member of the Board of Directors who enjoys complete independence. By 
way of example, the following shall constitute an infringement of such 
independence: 
1. he/she holds a five per cent or more of the issued shares of the company or 
any of its group. 
2. Being a representative of a legal person that holds a five per cent or more of 
the issued shares of the company or any of its group. 
3. he/she, during the preceding two years, has been a senior executive of the 
company or of any other company within that company’s group. 
4. he/she is a first-degree relative of any board member of the company or of 
any other company within that company’s group. 
5. he/she is first-degree relative of any of senior executives of the company or 
of any other company within that company’s group. 
6. he/she is a board member of any company within the group of the company 
which he is nominated to be a member of its board. 
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     The clear purpose of these provisions is to reduce the influence of 
corporate management on the board of directors. Therefore, each represents a 
significant change in the governance of publicly-traded corporations in Saudi 
Arabia, and reflects the great importance of having boards of directors 
composed primarily of members who are less susceptible to being influenced 
by factors that might undermine the ability to always act in the best interest of 
the corporation and its shareholders. For further information about number of 
boards’ seats in listed companies by membership type see chart D. in 
Appendix III. 
(2) Article 14: Audit Committee. 
     Article 14, which was made mandatory with respect to listed companies by 
the Board of the Capital Market Authority, effective in 2009,
565
 requires the 
board of directors to create an audit committee of at least three non-executive 
directors, at least one of whom is a specialist in accounting and financial 
matters. Rules concerning appointment of audit committee members, their 
term of office, and operating procedures are adopted by the general assembly 
upon recommendation of the board. For further information about number of 
                                                                                                                               
7. If he/she, during the preceding two years, has been an employee with an 
affiliate of the company or an affiliate of any company of its group, such as 
external auditors or main suppliers; or if he/she, during the preceding two 
years, had a controlling interest in any such party. 
     In addition, under 2 (b) of the Corporate Governance Regulations, first-degree 
relatives means: “father, mother, spouse and children.” 
565
 The Board of the Capital Market Authority issued resolution Number (1-36-2008) Dated 
11/12/1429H corresponding to 11/10/2008G making Article 14 of the Corporate Governance 
Regulations mandatory on all companies listed on the Exchange effective from year 2009. 
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audit committees’ seats in listed companies by membership type see chart E. 
in Appendix III.  
     Under the Companies Act, there is no requirement for audit committees.
566
 
The importance of an independent audit committee in ensuring the integrity of 
a company’s financial statements requires little, if any, comment. However, if 
comment is thought necessary, it need only be noted that one of the most 
significant provisions in the Sarbanes-Oxley Act of 2002 is a comparable 
provision in section 301 of that Act mandating the formation of such a 
committee. Unfortunately, Saudi law is less strict concerning audit committee 
membership than its American counterpart. That is, Article 14, unlike the 
Sarbanes-Oxley Act, requires only that members be other than corporate 
executives rather than that they be truly independent of management. 
     Nevertheless, Article 14 is of the highest importance to the governance of 
publicly-traded corporations in Saudi Arabia. Because of the importance of 
the subject matter, the full text of Article 14 is provided below with 
indications of the matters of greatest significance. 
     Article 14 of the Corporate Governance Regulations, Audit Committee, 
states: 
 
a) The Board of Directors shall set up a committee to be named 
the “Audit Committee”. Its members shall not be less than three, 
including a specialist in financial and accounting matters. 
Executive board members are not eligible for Audit Committee 
membership. 
 
                                                 
566
 However, the proposals to the Companies Act would mandate such a committee and set its 
rules as discussed above in  II. F. 1. b. c. 
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b) The General Assembly of shareholders shall, upon a 
recommendation of the Board of Directors, issue rules for 
appointing the members of the Audit Committee and define the 
term of their office and the procedure to be followed by the 
Committee. 
 
c) The duties and responsibilities of the Audit Committee include 
the following: 
1. To supervise the company’s internal audit department to ensure 
its effectiveness in executing the activities and duties specified by 
the Board of Directors. 
2. To review the internal audit procedure and prepare a written 
report on such audit and its recommendations with respect to it. 
3. To review the internal audit reports and pursue the 
implementation of the corrective measures in respect of the 
comments included in them. 
4. To recommend to the Board of Directors the appointment, 
dismissal and the Remuneration of external auditors; upon any 
such recommendation, regard must be made to their 
independence. 
5. To supervise the activities of the external auditors and approve 
any activity beyond the scope of the audit work assigned to them 
during the performance of their duties. 
6. To review together with the external auditor the audit plan and 
make any comments thereon. 
7. To review the external auditor’s comments on the financial 
statements and follow up the actions taken about them. 
8. To review the interim and annual financial statements prior to 
presentation to the Board of Directors; and to give opinion and 
recommendations with respect thereto. 
9. To review the accounting policies in force and advise the Board 
of Directors of any recommendation regarding them. 
(emphasis added)  
(3) Article 15: Nomination and Remuneration Committee 
     The initial importance of Article 15, which was made mandatory by the 
Board of the Capital Market Authority, effective in 2011,
567
 is the 
requirement, not found in the Companies Act, that every listed Saudi 
                                                 
567
 The Board of the Capital Market Authority issued resolution Number (1-10-2010) Dated 
3/30/1431H corresponding to 3/16/2010G making Article 15 of the Corporate Governance 
Regulations mandatory on all companies listed on the Exchange effective from 1/1/2011. 
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corporation have a nomination and remuneration committee created by the full 
board in accordance with rules and policies set by the corporation’s 
shareholders. In this connection it is important to note, as discussed above at 
 II. G. 6. b. (1) on page 171, that a majority of the full board must be composed 
of non-executive directors and that at least one-third of all directors must be 
independent directors. What is also important is that this committee is 
required, among other things, to both: (a) ensure on an annual basis the 
independence of the independent directors; and (b) establish clear policies 
concerning indemnification and remuneration of directors and top executives.  
It should be noted, however, that unlike the audit committee, the nomination 
and remuneration committee is not required to consist of non-executive 
directors. This deficiency is partially remedied by Article 13 (c), discussed in 
part  II. G. 6. c. (2)  (d) on page 196. For further information about the number of 
listed companies having nomination and remuneration committees, see chart 
F. in Appendix III. 
Article 15 of the Corporate Governance Regulations, Nomination 
and Remuneration Committee, states in pertinent part: 
 
a) The Board of Directors shall set up a committee to be named 
“Nomination and Remuneration Committee”. 
 
b) The General Assembly shall, upon a recommendation of the 
Board of Directors, issue rules for the appointment of the 
members of the Nomination and Remuneration Committee, their 
remunerations, and terms of office and the procedure to be 
followed by such committee. 
 
c) The duties and responsibilities of the Nomination and 
Remuneration Committee include the following: 
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1. Recommend to the Board of Directors appointments to 
membership of the Board in accordance with the approved 
policies and standards; the Committee shall ensure that no person 
who has been previously convicted of any offense affecting honor 
or honesty is nominated for such membership. 
 
* * * * 
5. Ensure on an annual basis the independence of the independent 
members and the absence of any conflict of interest in case a 
Board member also acts as a member of the Board of Directors of 
another company. 
 
6. Draw clear policies regarding the indemnities and 
remunerations of the Board members and top executives; in laying 
down such policies, the standards related to performance shall be 
followed. 
 
c. New Elective Provisions Subject to the Comply or 
Disclose Rule
568
 
     The final part of this section  II. G. 6 covers corporate governance rules that 
technically are elective but which are mandatory in effect because, as 
discussed above at  II. G. 5. c on page 167, if a company chooses not to follow 
them, it must disclose that fact in its annual board of directors report and 
explain why it has not implemented them.  
                                                 
568
 Article 1 (c) of the Corporate Governance Regulations provides: 
As an exception of paragraph (b) of this article, a company must 
disclose in the Board of Directors` report, the provisions that have 
been implemented and the provisions that have not been implemented as well 
as the reasons for not implementing them. 
     Article 9 (a) requires that the annual board of directors’ report must include the 
following: 
The implemented provisions of these Regulations as well as the provisions 
which have not been implemented, and the justifications for not implementing 
them. 
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(1) Shareholders Rights 
Articles 3 through 7 of Part 2 of the Corporate Governance 
Regulations, separately discussed below, deal with rights of shareholders.  
(a) Article 3: General Rights of Shareholders 
     Except as discussed below, Article 3 of the Corporate Governance 
Regulations is primarily a restatement of the shareholders’ rights provided in 
Article 108 (1) of the Companies Act. Article 3 states as follows: 
A Shareholder shall be entitled to all rights attached to the share, 
in particular, the right to a share of the distributable profits, the 
right to a share of the company’s assets upon liquidation; the right 
to attend the General Assembly and participate in deliberations 
and vote on relevant decisions; the right of disposition with 
respect to shares; the right to supervise the Board of Directors 
activities, and file responsibility claims against board members; 
the right to inquire and have access to information without 
prejudice to the company’s interests and in a manner that does not 
contradict the Capital Market Law and the Implementing Rules 
[Implementing Regulations].
569
 
(alteration to the original in the quoted text) 
 
     Note that express limitation on the right to inquire and have access to 
information that this right must not be used in a manner that is harmful or 
prejudice to the corporation’s interests. Another express limitation on this 
right is that it be exercised in a manner that does not contradict the Capital 
Market Law and the Implementing Regulations. This states the fact that the 
                                                 
569
 The translation should read “Implementing Regulations.” Under the Glossary Of Defined 
Terms, Implementing Regulations means:  
any regulations, rules, instructions, procedures and orders issued by the 
Authority relating to the implementation of the Capital Market Law. 
178 
 
right to information is subject to these provisions which include rules as to the 
timing of providing access to information. 
(b) Article 4: Facilitation of Shareholders’ Exercise 
of Rights and Access to Information 
     Article 4 of the Corporate Governance Regulations, as discussed below is 
in some aspects broader than comparable provisions under the Companies 
Act.  
Article 4 provides: 
 
a) The company in its Articles of Association and by-laws shall 
specify the procedures and precautions that are necessary for the 
shareholders’ exercise of all their lawful rights. 
 
b) All information which enable shareholders to properly exercise 
their rights shall be made available and such information shall be 
comprehensive and accurate; it must be provided and updated 
regularly and within the prescribed times; the company shall use 
the most effective means in communicating with shareholders. No 
discrepancy shall be exercised with respect to shareholders in 
relation to providing information. 
(alteration to the original in the quoted text) 
 
     The rule in paragraph (a), that “the procedures and precautions that are 
necessary for the shareholders’ exercise of all their lawful rights” need to be 
specified in the bylaws of a corporation subject to the Corporate Governance 
Regulations is broader in scope and more general in coverage than 
comparable provisions under the Companies Act. Prior to the adoption of the 
Corporate Governance Regulations, some specific matters concerning 
attendance and voting at shareholders’ meetings were required to be included 
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in the bylaws of a corporation under Articles 83 and 93 of the Companies Act. 
However, there was nothing comparable to Article 4 (a) in coverage and 
scope. 
     The rule under Article 4 (b) is also largely a broad, general provision 
which does not appear to impose any requirements not otherwise existing 
under the Companies Act. However, in some respect it is more specific. For 
example, Article 4 (b) affirmatively requires a corporation to use “the most 
effective means of communicating with shareholders.” This terminology, 
while imposing a specific requirement, is sufficiently generic to be able to 
evolve with advances in technology. 
      In addition, the requirement to use “the most effective means in 
communicating with shareholders” would not appear to supersede any 
publication requirement in the Companies Act applicable to any specific 
matter. For example, the requirement of Companies Act Article 88 that 
notices of general assemblies be published in the Official Gazette and a daily 
newspaper in the locality of the corporation’s main office continues to apply. 
Article 4 (b) simply imposes an additional requirement that the “most 
effective means” also be used. 
     Concerning the second sentence in Article 4 (b) prohibiting any 
“discrepancy” in information provided to shareholders, it is noted that Article 
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39 of the Listing Rules
570
 imposes broader but inclusive requirement as 
follows: 
a. An issuer with listed shares must ensure equality of treatment 
for all holders of shares of the same class in respect of all rights 
attaching to such shares. 
 
b. An issuer with listed debt instruments must ensure equality of 
treatment for all holders of such securities of the same class in 
respect of all rights attaching to such securities. 
(c) Article 5: Shareholders Rights Related to the 
General Assembly Meeting 
     Article 5 of the Corporate Governance Regulations includes in paragraphs 
(a), (b) and (g) restatements of provisions in the Companies Act Articles 84, 
87, and 94, respectively. On the other hand, the other paragraphs reflect 
matters either newly recognized or only partially covered by other provisions 
of the existing Companies Act. 
Article 5: Shareholders Rights related to the General Assembly 
 
a) A General Assembly shall convene once a year at least within 
the six months following the end of the company’s financial year. 
 
b) The General Assembly shall convene upon a request of the 
Board of Directors. The Board of Directors shall invite a General 
Assembly to convene pursuant to a request of the auditor or a 
number of shareholders whose shareholdings represent at least 5% 
of the equity share capital. 
 
c) Date, place, and agenda of the General Assembly shall be 
specified and announced by a notice, at least 20 days prior to the 
date [of] the meeting; invitation for the meeting shall be published 
in the Exchange’[s] website, the company’s website and in two 
newspapers of voluminous distribution in the Kingdom. Modern 
                                                 
570
 These Listing Rules are discussed above at  I. B. 3. c. (1). 
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high tech means shall be used in communicating with 
shareholders. 
 
d) Shareholders shall be allowed the opportunity to effectively 
participate and vote in the General Assembly; they shall be 
informed about the rules governing the meetings and the voting 
procedure. 
 
e) Arrangements shall be made for facilitating the participation of 
the greatest number of shareholders in the General Assembly, 
including inter alia determination of the appropriate place and 
time. 
 
f) In preparing the General Assembly’s agenda, the Board of 
Directors shall take into consideration matters shareholders 
require to be listed in that agenda; shareholders holding not less 
than 5% of the company’s shares are entitled to add one or more 
items to the agenda upon its preparation. 
 
g) Shareholders shall be entitled to discuss matters listed in the 
agenda of the General Assembly and raise relevant questions to 
the board members and to the external auditor. The Board of 
Directors or the external auditor shall answer the questions raised 
by shareholders in a manner that does not prejudice the 
company’s interest. 
 
h) Matters presented to the General Assembly shall be 
accompanied by sufficient information to enable shareholders to 
make decisions. 
 
i) Shareholders shall be enabled to peruse the minutes of the 
General Assembly; the company shall provide the Authority with 
a copy of those minutes within 10 days of the convening date of 
any such meeting. 
 
j) The Exchange shall be immediately informed of the results of 
the General Assembly.  
(alteration to the original in the quoted text) 
 
     Article 5 (c) Provides that the “invitation for the meeting shall be published 
in the Exchange’[s] website, the company’s website and in two newspapers of 
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voluminous distribution in the Kingdom. Modern high tech means shall be 
used in communicating with shareholders.” These are simply additional 
appropriate rules required of publicly-held companies, in addition to notice 
requirements imposed on all corporations under Article 88 of the Companies 
Act.
571
  
     Article 5 (d) includes a restatement of the requirement of Article 108 (1) of 
the Companies Act, “the right to attend stockholders meeting and participate 
in the deliberation and vote on the resolutions (proposed) thereat.” In addition, 
it specifies a newly recognized right to be informed of the rules governing 
meetings and voting procedures. This requirement is more specific than the 
current requirement in Article 93 of the Companies Act that “[t]he company’s 
bylaws shall prescribe the manner of voting at stockholders meetings.” It is 
also noted that paragraph (d) of Article 5 provides the affirmative right to “be 
informed” while the requirement in Article 93 is only that the bylaws contain 
the rules for the “manner of voting at stockholders meetings.” 
     Article 5 (e) is at most an undefined best efforts requirement to enhance 
attendance at general assemblies. 
     Article 5 (f) is an important new shareholders’ right, which requires the 
board of directors to include on the agenda for shareholders meetings “one or 
more items” requested to be so included by any shareholder holding at least 
                                                 
571
 Under Article 88 of the Companies Act, the invitation to the general assemblies must be 
published in the Official Gazette and in a daily newspaper distributed in the locality of the 
head office of the corporation at least twenty-five days prior to the date set for the meeting. 
On the other hand, paragraph (c) requires the general assembly’s announcement and 
publication requirements to be made at least twenty days prior to the date of the meeting. 
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5% of the corporation’s shares. It is important to note that under the 
Companies Act there is no comparable shareholder initiative provision of any 
nature whatsoever. However, Article 5 (f) may be seen as an extension of 
Article 87 of the Companies Act, under which the board of directors must call 
a regular general meeting, if so requested “by a number of stockholders 
representing at least 5% of the capital.” 
     Unfortunately, it is not clear from the language of Article 5 (h) whether 
that paragraph is addressing the obligation of the board of directors to furnish 
the shareholders meeting information provided by a shareholder in support of 
a matter added to the agenda by that shareholder pursuant to paragraph (f) 
discussed above. On its face, Article 5 (h) is not so limited. Rather, it appears 
both literally and logically to require all items on the agenda, whether 
originating with the board of directors or shareholders, to be supported by 
sufficient material information to promote informed decision-making by 
shareholders. 
     While the right of a shareholder to review minutes of shareholders 
meetings is more specific than is the case under Article 108 (1) of the 
Companies Act 
572
what is new in Article 5 (i) is the need to furnish the 
minutes to the Capital Market Authority within 10 days after any meeting.  
                                                 
572
 See inspection which is discussed above at  II. D. 1. k. (1). 
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     The requirement of Article 5 (j) to immediately notify the Exchange of the 
result of a General Assembly is also new.
573
 
(d) Article 6: Voting Rights 
     Article 6 of the Corporate Governance Regulations includes both 
restatements of provisions in the Companies Act as well as newly recognized 
or partially recognized rules as discussed below. For the reader’s convenience, 
significant differences are underlined below: 
a) Voting is deemed to be a fundamental right of a shareholder, 
which shall not, in any way, be denied. The company must avoid 
taking any action which might hamper the use of the voting right; 
a shareholder must be afforded all possible assistance as may 
facilitate the exercise of such right. 
 
b) In voting in the General Assembly for the nomination to the 
board members, the accumulative voting method shall be applied. 
 
c) A shareholder may, in writing, appoint any other shareholder 
who is not a board member and who is not an employee of the 
company to attend the General Assembly on his behalf. 
 
d) Investors who are judicial
574
 persons and who act on behalf of 
others - e.g. investment funds- shall disclose in their annual 
reports their voting policies, actual voting, and ways of dealing 
with any material conflict of interests that may affect the practice 
of the fundamental rights in relation to their investments. 
(alteration to the original in the quoted text)
 
(emphasis added) 
 
     Article 6 (a) is primarily a partial restatement of requirements in the 
Companies Act, Article 108 (1), namely, the requirement that a shareholder 
                                                 
573
 Under Article 1 (c) of the Minister of Commerce’s decision number (959), on 
04/27/1423H, listed corporations must notify the management of Tadawul of the results of the 
general assembly, before on hour from the morning of the following day to the meeting. 
574
 So in the original. Presumably should be “juridical,” i.e., legal entities of any nature, as 
distinguished from natural persons. 
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must be vested with all the rights attached to shares, including specifically 
“the right to attend stockholders meetings and participate in the deliberations 
and vote on the resolutions (proposed) thereat.” As previously discussed 
above at  II. G. (1). (c) on page 182 and  II. D. 1. c. (1) on page 74, Articles 93 and 
107 of the Companies Act require that the rules and requirements concerning 
voting at shareholders meetings be specified in the corporation’s bylaws. The 
language in Article 6 (a) stating that “[t]he company must avoid taking any 
action which might hamper the use of the voting right; a shareholder must be 
afforded all possible assistance as may facilitate the exercise of such right” is 
more specific than anything in the Companies Act. However, it is the author’s 
view that this language does not appear to create any new obligation. (other 
than the possible effect on proxy voting discussed above in  II. D. 1.  c. (1) on 
page 74). 
     Article 6 (a) operates in conjunction with the requirements of Article 93 of 
the Companies Act that “[t]he company’s bylaws shall prescribe the manner 
of voting at stockholders meetings” and Article 107, which provides: 
A stockholder shall exercise the right of voting at general or 
special meetings in accordance with the provisions of the 
company's bylaws. Any stockholder entitled to attend 
stockholders meeting shall have at least one vote. The company's 
bylaws may prescribe a maximum for the number of votes vested 
in the holder of several shares. 
 
     The accumulative voting rule found under Article 6 (b) is newly 
recognized. “Accumulative voting” is defined by Article 2 as follows: 
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[A] method of voting for electing directors, which gives each 
shareholder a voting rights equivalent to the number of shares 
he/she holds. He/she has the right to use them all for one nominee 
or to divide them between his/her selected nominees without any 
duplication of these votes. This method increases the chances of 
the minority shareholders to appoint their representatives in the 
board through the right to accumulate votes for one nominee.
575
 
 
     It is noted that this newly recognized right is consistent with the proposed 
amendment to the Companies Act, discussed above at  II. E. 2.  j. (2) on page 
120, that would make the right to vote cumulatively mandatory in all Saudi 
corporations. Cumulative voting is fundamental to the protection of minority 
shareholders, because it increases minority shareholders’ chances to have 
someone of their choice serve on the board of directors, which in turn may 
help in preventing their exploitation. 
     Article 6 (c) concerning the use of proxies, is primarily a partial 
restatement of Article 83 of the Companies Act, 
576
 but it is noteworthy that 
the prohibition against giving a proxy to directors is extended to also include 
employees. 
     The matters found in Article 6 (d), concerning disclosure of voting and 
possible conflicts of interest on the part of entities, such as investment funds, 
that invest on behalf of others, are not addressed in the Companies Act and are 
beyond the scope of this dissertation. 
                                                 
575
 Article 2, Definitions of the Corporate Governance Regulations. 
Minority Shareholders: Those shareholders who represent a class of 
shareholders that does not control the company and hence they are unable to 
influence the company. 
576
 See Article 83 of the Companies Act. 
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(e) Article 7: Dividends Rights of Shareholders 
     Article 7 specifies the dividends rights of shareholders and provides as 
follows: 
 
a) The Board of Directors shall lay down a clear policy regarding 
dividends, in a manner that may realize the interests of 
shareholders and those of the company; shareholders shall be 
informed of that policy during the General Assembly and 
reference thereto shall be made in the report of the Board of 
Directors. 
 
b) The General Assembly shall approve the dividends and the date 
of distribution. These dividends, whether they be in cash or bonus 
shares shall be given, as of right, to the shareholders who are 
listed in the records kept at the Securities Depository Center as 
they appear at the end of trading session on the day on which the 
General Assembly is convened.
577
 
 
     While there are minimum dividend requirements of 5% of capital stated in 
Article 127 of the Companies Act, discussed above at  II. D. 1. d on page 76, 
there is no separate requirement that the board of directors adopt a “clear 
                                                 
577 The rules in paragraphs (a and b) go along those of Articles 89 of the Companies Act 
under which, “the board of directors shall, at sixty days prior to the date set for the holding of 
the annual general meeting, prepare for every financial year of the company*** a report on 
the method which it proposes for the distribution of net profits. 
     The said documents shall be signed by the chairman of the board of directors, and copies 
thereof shall be placed at the disposal of stockholders the head office of the company at least 
twenty-five days prior to the date set for such general meeting. The chairman of the board of 
directors must publish, in  a  newspaper  distributed  in  the  locality, in  a newspaper 
distributed in the locality [sic] of the head office of the company***, a comprehensive 
summary of the board of directors report****,” Article 123 of the Companies Act provides in 
part that at the end of every financial year the board of directors must prepare “a report on its 
operations and financial position for the expired financial year, setting out the proposed 
method for the allocation of net profits,” and those of Article 127 of the Companies Act which 
provides:  
The company's bylaws shall specify the percentage to be distributed among stockholders out 
of the net profits, after deduction of the statutory and the contractual reserves provided this 
percentage is not less than 5% of the capital. 
      A stockholder shall be entitled to his share in the profits (i.e. dividends) as soon as the 
general meeting adopts a resolution on the allocation (of profits).  
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policy” concerning dividends as found in paragraph (a). The closest 
provisions in the Companies Act are requirements in Article 89 and 123 that 
the board report the “method” proposed to be used in determining that year’s 
dividend. It is the apparent intent of paragraph (a) of Article 7 that a 
corporation is required to have a “clear policy” concerning the possibility of 
distributing profits in excess of what are the minimum requirements. It is also 
noted that shareholders are to be informed of such policy during the general 
assembly, and there is to be reference to this policy in board of directors’ 
report. 
     Shareholders, as the corporation’s residual claimants, have keen interest in 
the success of the corporation and high returns on their investment. The 
Corporate Governance Regulations require the board of directors to lay down 
a clear policy regarding distribution of dividends in a way that serves both the 
interest of the corporation and its shareholders.
578
 Moreover, shareholders 
must be informed about this policy in the General Assembly and reference to 
such policy must take place in the board of directors’ report.
579
 The general 
assembly must approve the dividend and date of distribution.
580
 These 
dividends are to be given to the shareholders who are listed in the records kept 
at the Securities Depository Center as they appear at the end of trading session 
                                                 
578
 Article (7) (a) of the Corporate Governance Regulations. 
579
 Id. 
580
 Article (7) (b) of the Corporate Governance Regulations. 
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on the day on which the general assembly is convened.
581
 This rule for 
determining the record date of distributions is new.
582
 
(2) Board of Directors 
Articles 10 through 18 of Part 4 of the Corporate Governance 
Regulations, separately discussed below, unless previously discussed in 
 II. G. 6. b, new mandatory requirement, on page 171, deal with the board of 
directors. 
(a) Article 10: Main Functions of the Board of 
Directors 
     Article 10 of the Corporate Governance Regulations, Main Functions of 
the Board of Directors, provides:  
 
Among the main functions of the Board is the following: 
 
a) Approving the strategic plans and main objectives of the 
company and supervising their implementation; this includes: 
 
1. Laying down a comprehensive strategy for the company, the 
main work plans and the policy related to risk management, 
reviewing and updating of such policy. 
                                                 
581
 Id. 
582
 However, this rule operates along the same lines as that found under the Minister of 
Commerce’s decision number (959), issued on 04/27/1423H, under which among the 
procedures a board of directors must take when proposing distribution of profits(dividend) or 
bonus shares, is to define the date of entitlement of profits to holders of shares as they appear 
at the end of trading session on the day on which the general assembly is to be convened and 
if no quorum is met at the first meeting, the date is changed to the end of trading session on 
the day on which the second general assembly is to be convened and in both cases, the 
invitation to the general assembly must include that. (Article 1 (b) of decision number (959) 
on 04/27/1423H). 
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2. Determining the most appropriate capital structure of the 
company, its strategies and financial objectives and approving its 
annual budgets. 
3. Supervising the main capital expenses of the company and 
acquisition/disposal of assets. 
4. Deciding the performance objectives to be achieved and 
supervising the implementation thereof and the overall 
performance of the company. 
5. Reviewing and approving the organizational and functional 
structures of the company on a periodical basis. 
 
b) Lay down rules for internal control systems and supervising 
them; this includes: 
 
1. Developing a written policy that would regulates [sic] conflict 
of interest and remedy any possible cases of conflict by members 
of the Board of Directors, executive management and 
shareholders. This includes misuse of the company’s assets and 
facilities and the arbitrary disposition resulting from dealings with 
the related parties. 
2. Ensuring the integrity of the financial and accounting 
procedures including procedures related to the preparation of the 
financial reports. 
3. Ensuring the implementation of control procedures appropriate 
for risk management by forecasting the risks that the company 
could encounter and disclosing them with transparency. 
4. Reviewing annually the effectiveness of the internal control 
systems. 
 
c) Drafting a Corporate Governance Code for the company that 
does not contradict the provisions of this regulation, supervising 
and monitoring in general the effectiveness of the code and 
amending it whenever necessary. 
 
d) Laying down specific and explicit policies, standards and 
procedures, for the membership of the Board of Directors and 
implementing them after they have been approved by the General 
Assembly. 
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e) Outlining a written policy that regulate [sic] the relationship 
with stakeholders
583
 with a view to protecting their respective 
rights; in particular, such policy must cover the following: 
 
1. Mechanisms for indemnifying the stakeholders in case of 
contravening their rights under the law and their respective 
contracts. 
2. Mechanisms for settlement of complaints or disputes that might 
arise between the company and the stakeholders. 
3. Suitable mechanisms for maintaining good relationships with 
customers and suppliers and protecting the confidentiality of 
information related to them. 
4. A code of conduct for the company’s executives and employees 
compatible with the proper professional and ethical standards, and 
regulate their relationship with the stakeholders. The Board of 
Directors lays down procedures for supervising this code and 
ensuring compliance there with. 
5. The Company’s social contributions. 
 
f) Deciding policies and procedures to ensure the company’s 
compliance with the laws and regulations and the company’s 
obligation to disclose material information to shareholders, 
creditors and other stakeholders. 
 
     Describing best practices of the board of directors without imposing 
substantive requirements, Article 10 of the Corporate Governance Regulations 
in general calls for the following: (a) approval of strategic plans and main 
objectives and supervision of their implementation; (b) adoption of rules for 
internal control systems and supervision of them; (c) drafting of a corporate 
governance code and supervision and monitoring of its effectiveness; (d) 
creation and implementation, after approval by the general assembly, of 
policies, procedures and standards for membership on the board of directors; 
                                                 
583
 Under Article 2 (b) of the Corporate Governance Regulations Stakeholders means: “Any 
person who has an interest in the company, such as shareholders, employees, creditors, 
customers, suppliers, community. 
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(e) outlining a written policy to regulate the relationship with stakeholders 
with a view to protecting their respective rights; and (f) deciding policies and 
procedures to ensure the company’s compliance with the laws and regulations 
and the company’s obligation to disclose material information to shareholders, 
creditors and other stakeholders. 
(b) Article 11: Responsibilities of the Board 
     Article 11 of the Corporate Governance Regulations, Responsibilities of 
the Board, provides as follows: 
a) Without prejudice to the competences of the General Assembly, 
the company’s Board of Directors shall assume all the necessary 
powers for the company’s management. The ultimate 
responsibility for the company rests with the Board even if it sets 
up committees or delegates some of its powers to a third party. 
The Board of Directors shall avoid issuing general or indefinite 
power of attorney. 
 
b) The responsibilities of the Board of Directors must be clearly 
stated in the company’s Articles of Association. 
 
c) The Board of Directors must carry out its duties in a 
responsible manner, in good faith and with due diligence. Its 
decisions should be based on sufficient information from the 
executive management, or from any other reliable source. 
 
d) A member of the Board of Directors represents all 
shareholders; he undertakes to carry out whatever may be in the 
general interest of the company, but not the interests of the group 
he represents or that which voted in favor of his appointment to 
the Board of Directors. 
 
e) The Board of Directors shall determine the powers to be 
delegated to the executive management and the procedures for 
taking any action and the validity of such delegation. It shall also 
determine matters reserved for decision by the Board of Directors. 
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The executive management shall submit to the Board of Directors 
periodic reports on the exercise of the delegated powers. 
 
f) The Board of Directors shall ensure that a procedure is laid 
down for orienting the new board members of the company’s 
business and, in particular, the financial and legal aspects, in 
addition to their training, where necessary. 
 
g) The Board of Directors shall ensure that sufficient information 
about the company is made available to all members of the Board 
of Directors, generally, and, in particular, to the non-executive 
members, to enable them to discharge their duties and 
responsibilities in an effective manner. 
 
h) The Board of Directors shall not be entitled to enter into loans 
which spans [sic] more than three years, and shall not sell or 
mortgage real estate of the company, or drop the company's debts, 
unless it is authorized to do so by the company’s Articles of 
Association.
 
In the case where the company’s Articles of 
Association includes no provisions to this respect, the Board 
should not act without the approval of the General Assembly, 
unless such acts fall within the normal scope of the company’s 
business. 
 
     Paragraphs a)
584
 through
585
 g) of Article 11 of the Corporate Governance 
Regulations, with the possible exception of the last sentence of paragraph a), 
586
 simply describe the manner in which a board of directors that follows best 
practices would conduct its affairs. Paragraph h) is a restatement of 
requirements found in Article 73 of the Companies Act.  
                                                 
584
 The first part of Article 73 of the existing Companies Act provides: 
With due regard to the prerogatives vested in the general meeting, the board of 
directors shall enjoy full powers in the administration of the company. 
585
 Concerning paragraph b) of Article 11 of the Corporate Governance Regulations, it is 
noted that there are model bylaws upon the incorporation of the corporation as discussed 
above in note 102. 
586
 Although there is no comparable provision in the Companies Act it is believed that lawyers 
in Saudi Arabia would consider general and indefinite powers of attorney to be inappropriate. 
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(c) Article 12: Formation of the Board 
     Article 12 of the Corporate Governance Regulations, Formation of the 
Board, provides, in pertinent part: 
Formation of the Board of Directors shall be subject to the 
following: 
 
a) The Articles of Association of the company shall specify the 
number of the Board of Directors members, provided that such 
number shall not be less than three and not more than eleven. 
 
b) The General Assembly shall appoint the members of the Board 
of Directors for the duration provided for in the Articles of 
Association of the company, provided that such duration shall not 
exceed three years. Unless otherwise provided for in the Articles 
of Association of the company, members of the Board may be 
reappointed. 
 
* * * * 
 
d) It is prohibited to conjoin the position of the Chairman of the 
Board of Directors with any other executive position in the 
company, such as the Chief Executive Officer (CEO) or the 
managing director or the general manager. 
 
* * * * 
 
f) The Articles of Association of the company shall specify the 
manner in which membership of the Board of Directors 
terminates. At all times, the General Assembly may dismiss all or 
any of the members of the Board of Directors even though the 
Articles of Association provide otherwise. 
 
g) On termination of membership of a board member in any of the 
ways of termination, the company shall promptly notify the 
Authority and the Exchange and shall specify the reasons for such 
termination. 
 
h) A member of the Board of Directors shall not act as a member 
of the Board of Directors of more than five joint stock companies 
at the same time. 
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i) Judicial
587
 person who is entitled under the company’s Articles 
of Association to appoint representatives in the Board of 
Directors, is not entitled to nomination vote of other members of 
the Board of Directors [sic]. 
 
     Paragraphs (c) and (e) of Article 12, which are omitted here and which 
require a majority of the board of directors to be non-executives and at least 
one-third of the directors to be independent, are mandatory and have 
previously been discussed in part  II. G. 6. b. (1) on page 171. 
     With the exception of the provision in paragraph a) limiting the number of 
directors to no more than eleven, paragraphs (a), (b), and (f) are substantially 
the same as article 66 of the Companies Act.
588
  
     Paragraph (d), which prohibits the chairman of the board of directors from 
holding any other executive position, is new to the law of Saudi Arabia and 
reverses that portion of Article 79 of the Companies Act that permits the same 
person to act as chairman and managing director.
589
 The apparent purpose of 
this rule is to reduce the influence of management on the board of directors. 
     Paragraph (g), complements the requirements of Article 25 of Listing 
Rules. 
     As discussed above at  II. F. 2. a. (1). (b) on page 128, the Council of Ministers 
has invoked Article 66 of the Companies Act and has made a limitation of five 
                                                 
587
 So in the original. Presumably should be “juridical,” i.e., legal entities of any nature, as 
distinguished from natural persons. 
588
 See Article 66 of the existing Companies Act. 
589
 Article 79 of the Companies Act provides in part 
With due regard to the provisions of the company's bylaws, the board of 
directors shall appoint from among its members a chairman and a managing 
director. A single director may hold the offices of chairman and managing 
director. 
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on the number of boards on which a director may serve. This limitation is 
identical to that in paragraph (h). 
     If a corporation’s articles of association grant a juridical person the right to 
appoint one or more directors, presumably the intent of the parties is that such 
right is exclusive and that the person may not also nominate or vote for 
additional directors. Paragraph (i) of Article 12 reflects this intent. 
(d) Article 13: Committees of the Board 
     Article 13 of the Corporate Governance Regulations, Committees of the 
Board, provides as follows:  
a) A suitable number of committees shall be set up in accordance 
with the company’s requirements and circumstances, in order to 
enable the Board of Directors to perform its duties in an effective 
manner. 
 
b) The formation of committees subordinate to the Board of 
Directors shall be according to general procedures laid down by 
the Board, indicating the duties, the duration and the powers of 
each committee, and the manner in which the Board monitors its 
activities. The committee shall notify the Board of its activities, 
findings or decisions with complete transparency. The Board shall 
periodically pursue the activities of such committees so as to 
ensure that the activities entrusted to those committees are duly 
performed. The Board shall approve the by-laws of all 
[permanent] committees of the Board, including, inter alia, the 
Audit Committee, Nomination and Remuneration Committee. 
 
c) A sufficient number of the non-executive members of the 
Board of Directors shall be appointed in committees that are 
concerned with activities that might involve a conflict of interest, 
such as ensuring the integrity of the financial and non-financial 
reports, reviewing the deals concluded by related parties, 
nomination to membership of the Board, appointment of executive 
directors, and determination of remuneration. 
(alteration to the original in the quoted text) 
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     Paragraphs (a) and (b) simply describe the manner in which a board of 
directors following best practices would conduct its affairs. Moreover, it is 
noted that Article 73 of the Companies Act provides in part: 
With due regard to the prerogatives vested in the general meeting, 
the board of directors shall enjoy full powers in the administration 
of the company. It shall be entitled, within the scope of its 
competence, to delegate one or more of its members or others to 
perform an act or certain acts. 
 
     The high significance of the presence of non-executive board members, as 
discussed above in  II. G. 6. b. (1) on page 171, is to reduce the influence of 
management on the board of directors. This significance is codified in 
paragraphs (c) and (e) of Article 12, which require that a majority of the board 
consist of non-executive directors and that at least one-third of the directors be 
independent. It follows that such importance extends especially to the 
mandated audit and nomination and remuneration committees of the board of 
directors and also to others that are concerned with activities that might 
involve a conflict of interest. Article 13 (c) accomplishes this result.  
(e) Article 16: Meetings of the Board  
     Article 16 of the Corporate Governance Regulations, Meetings of the 
Board, provides:  
1.The Board members shall allot ample time for performing their 
responsibilities, including the preparation for the meetings of the 
Board and the permanent and ad hoc committees, and shall 
endeavor to attend such meetings. 
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2. The Board shall convene its ordinary meetings regularly upon a 
request by the Chairman. The Chairman shall call the Board for an 
unforeseen meeting upon a written request by two of its members. 
 
3. When preparing a specified agenda to be presented to the 
Board, the Chairman should consult the other members of the 
Board and the CEO. The agenda and other documentation should 
be sent to the members in a sufficient time prior to the meeting so 
that they may be able to consider such matters and prepare 
themselves for the meeting. Once convened, the Board shall 
approve the agenda; should any member of the Board raise any 
objection to this agenda, the details of such objection shall be 
entered in the minutes of the meeting. 
 
4. The Board shall document its meetings and prepare records of 
the deliberations and the voting, and arrange for these records to 
be kept in chapters for ease of reference. 
 
     Paragraphs (1) and most of (3) of Article 16 describe the manner in which 
a board of directors following best practices would conduct its affairs. 
However, the rule in paragraph (3) that “[t]he agenda and other documentation 
should be sent to the members in a sufficient time prior to the meeting” is an 
undefined best efforts rule. The final clause in paragraph (3), that “should any 
member of the Board raise any objection to this agenda, the details of such 
objection shall be entered in the minutes of the meeting,” operates alongside 
the provision of Article 76 of the Companies Act which provides in part, that 
“dissenting directors shall not be liable if they have expressly recorded their 
objection in the minutes of the meeting.” 
     Paragraph (2) of Article 16 of the Corporate Governance Regulations calls 
for convening ordinary meetings regularly, upon a request by the Chairman, 
which is not precisely provided for under the Companies Act, as discussed 
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above in  II. F. 3. b, Requirement to Hold Meetings or a Specific Number of 
Them, on page 137. However, Article 80 of the Companies Act does state that 
the board of directors shall meet at the summons of the chairman as provided 
in the corporation’s by-laws. Moreover, the rule in paragraph (2), which states 
that “[t]he Chairman shall call the Board for an unforeseen meeting upon a 
written request by two of its members,” operates similarly to that of Article 80 
of the Companies Act. Nevertheless, and notwithstanding any provision to the 
contrary in the company's bylaws, the chairman must convene the board if 
requested to do so by two directors. 
     Paragraph (4) calls for the board of directors to “document its meetings and 
prepare records of the deliberations and the voting, and arrange for these 
records to be kept in chapters for ease of reference.” It operates alongside that 
of Article 82 of the Companies Act which provides:  
Deliberations and resolutions of the board shall be recorded in 
minutes to be signed by the chairman and the secretary. Such 
minutes shall be entered in a special register, which shall be 
signed by the chairman and the secretary. 
 
Paragraph (4) states that this applies to voting that took place, a point that is 
implicit but not explicit in Article 82 and further that the board of directors is 
to arrange for these records to be kept in chapters for ease of reference. 
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(f) Articles 17 and 18 of the Corporate Governance 
Regulations  
     Article 17 of the Corporate Governance Regulations is a restatement of 
part of Article 74 of the Companies Act as discussed in part  II. F. 2. f. (1) on 
page 135, and operates in conjunction with Article 36 of the Listing Rules, 
which requires shareholder approval of director and senior executive 
compensation of listed companies.
590
 
     Other than clarifying two matters that are ambiguous under the comparable 
provisions under the Companies Act, as discussed in part  II. F. 5 on page 143, 
Article 18 is a restatement of rules found under those provisions. Article 18 
first clarifies that required authorization must occur prior to the conduct in 
question. In addition, this Article explicitly provides that the interested 
director may not vote on any relevant resolution as either a director or a 
shareholder. 
III. Conclusion 
     The aim of this work is to study recent proposals and reforms to improve 
corporate governance in Saudi Arabia and to explore how proposed 
amendments to the Companies Act, which are applicable to both privately-
held and publicly-held corporations, in addition to those already in effect, 
would shape corporate governance in Saudi Arabia. In order to identify the 
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 Specifically see Articles 74 of the Companies Act and 36 of the Listing Rules. 
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issues of corporate governance emerging from such reforms, it would be 
useful to revisit a few of the most significant: 
A. Shareholders’ Primacy.  
     Shareholders’ primacy is central to the Companies Act of 1965 which is 
significantly different than American law because of its directors’ primacy 
model. For example, lately, there is some movement to give shareholders in 
the United States more powers which they have not had before. These new 
powers and more fall under the powers of shareholders in Saudi Arabia. The 
following recent reforms affecting corporate governance in the United States 
that are especially relevant here when compared to the law of corporate 
governance in Saudi Arabia.  
1. The recent change applicable to proxy access. Now, Section 14 (a) (2) of 
the Securities Exchange Act of 1934 provides that the Securities and 
Exchange Commission may promulgate a  proxy rule that includes “a 
requirement that a solicitation of proxy, consent, or authorization by (or on 
behalf of) an issuer include a nominee submitted by a shareholder to serve on 
the board of directors of the issuer.” The SEC issued proposed rule 14a-11 
which requires public companies to provide shareholders with information 
about, and their ability to vote for, shareholder-nominated candidates for the 
board of directors. However, the United States Court of Appeals, District of 
Columbia Circuit vacated this rule in July 22, 2011. This vacation was not 
related to the substance of the rule but mainly because the Commission failed 
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adequately to consider the rule's effect upon efficiency, competition, and 
capital formation, as required by Section 3(f) of the Exchange Act and Section 
2(c) of the Investment Company Act of 1940. The Commission, however, 
may issue a similar rule after adherence to applicable administrative rules and 
procedures.  
     Under Article 66 of the Companies Act shareholders acting in a regular 
general assembly “shall appoint the directors for the term specified in the 
company bylaws" and Article 67 of the same law provides that:  
Unless the company bylaws provide otherwise, if the office of a 
director becomes vacant, the board may appoint a temporary 
director to fill the vacancy, provided that such appointment shall 
be laid before the first regular general meeting. The new director 
shall complete the unexpired term of his predecessor.  
 
If the number of directors falls below the minimum 
prescribed in [the Companies Act] or in the company's bylaws, the 
regular general meeting must be convened as soon as possible to 
appoint the required number of directors. (alteration to the original 
in the quoted text) 
 
     Article 5 (f) of the Corporate Governance Regulations, applicable to listed 
corporations, provides that “[i]n preparing the General Assembly’s agenda, 
the Board of Directors shall take into consideration matters shareholders 
require to be listed in that agenda; shareholders holding not less than 5% of 
the company’s shares are entitled to add one or more items to the agenda upon 
its preparation.” Article 5 (f) is an important new shareholders’ right, which 
requires the board of directors to include on the agenda for shareholders 
meetings “one or more items” requested to be so included by any shareholder 
holding at least 5% of the corporation’s shares. It is important to note that 
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under the Companies Act there is no comparable shareholder initiative 
provision of any nature whatsoever. Under Article 68 (2) of the proposed 
Companies Act, any shareholder may nominate himself or another person or 
more than one within his ownership percentage in the corporation’s capital.  
2. Section 951 of the Dodd-Frank Act amends the Securities Exchange Act of 
1934 by adding Section 14A, which requires companies to conduct a separate 
shareholder advisory vote to approve the compensation of executives. 
     Under Article 74 of the Companies Act the company's bylaw “shall specify 
the manner of remunerating directors.” Pursuant to Article 85 of the 
Companies Act, shareholders’ action concerning lawful amendments to the 
corporation’s bylaws must occur in an extraordinary general assembly by 
shareholders. Moreover Article 74 of the Companies Act requires that the 
board of directors' report to the regular general meeting must include “a 
comprehensive statement of all the amounts received by directors during the 
financial year in the way of emoluments, share in the profits, attendance fees, 
expenses, and other benefits, as well as of all the amounts received by the 
directors in their capacity as officers or executives of the company, or in 
consideration of technical, administrative, or advisory services.”  
B. Offers of Securities. 
     Raising capital is critical to businesses. This process is subject to 
regulations issued by the Capital Market Authority, which was given authority 
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by the Capital Market Law to regulate all offering of shares, whether by 
privately held or publicly held corporations.   
     In 2004, the Capital Market Authority issued the Offers of Securities 
Regulations. These regulations require that every offer of securities must meet 
elaborate requirements applicable for a public offer, which are similar to those 
applicable to a registered offering in the United States, unless it falls into one 
of the defined categories of private placements. 
     The following chart shows the total amount of securities offerings by type 
in 2010 and 2011  
Capital Market Authority, Annual Report 2011, P27 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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From the chart, although down from that of 2010, in 2011 public offerings 
reached 1.7 billion SAR and private placements which small businesses use 
extensively to raise capital reached 10 billion SAR. 
C. Make-up of the Board of Directors. 
     The Board of the Capital Market Authority made paragraphs (c) and (e) of 
Article 12 mandatory with respect to all listed companies, effective in 2009. 
Paragraph (c) provides that the “majority of the members of the Board of 
Directors shall be non-executive members,”
 
a concept roughly equivalent to 
an outside director in the United States. Paragraph (e) goes farther and 
requires that the “independent members of the Board of Directors shall not be 
less than two members, or one-third of the members, whichever is greater.” 
     The clear purpose of these provisions is to reduce the influence of 
corporate management on the board of directors. Therefore, each represents a 
significant change in the governance of publicly-traded corporations in Saudi 
Arabia, and reflects the great importance of having boards of directors 
composed primarily of members who are less susceptible to being influenced 
by factors that might undermine the ability to always act in the best interest of 
the corporation and its shareholders. 
D. Audit, Nomination and Remuneration Committees and Their Make-
up.  
1. Audit Committee. 
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     Article 14, which was made mandatory with respect to listed companies by 
the Board of the Capital Market Authority, effective in 2009, requires the 
board of directors to create an audit committee of at least three non-executive 
directors, at least one of whom is a specialist in accounting and financial 
matters. Rules concerning appointment of audit committee members, their 
term of office, and operating procedures are adopted by the general assembly 
upon recommendation of the board. 
     Under the Companies Act, there is no requirement for audit committees. 
However, the proposals to the Companies Act would mandate such a 
committee and set its rules as discussed above in  II. F. 1. b. c. on page 124 The 
importance of an independent audit committee in ensuring the integrity of a 
company’s financial statements requires little, if any, comment. However, if 
comment is thought necessary, it need only be noted that one of the most 
significant provisions in the Sarbanes-Oxley Act of 2002 is a comparable 
provision in section 301 of that Act mandating the formation of such a 
committee.     
     Unfortunately, Saudi law is less strict concerning audit committee 
membership than its American counterpart. That is, Article 14, unlike the 
Sarbanes-Oxley Act, requires only that members be other than corporate 
executives rather than that they be truly independent of management.  
     Nevertheless, Article 14 is of the highest importance to the governance of 
publicly-traded corporations in Saudi Arabia. 
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2. Nomination and Remuneration Committee. 
     The initial importance of Article 15, which was made mandatory by the 
Board of the Capital Market Authority, effective in 2011, is the requirement, 
not found in the Companies Act, that every listed Saudi corporation have a 
nomination and remuneration committee created by the full board in 
accordance with rules and policies set by the corporation’s shareholders. In 
this connection it is important to note, as discussed above at  II. G. 6. b. (1) on 
page 171, that a majority of the full board must be composed of non-executive 
directors and that at least one-third of all directors must be independent 
directors. What is also important is that this committee is required, among 
other things, to both: a. ensure on an annual basis the independence of the 
independent directors; and b. establish clear policies concerning 
indemnification and remuneration of directors and top executives. It should be 
noted, however, that unlike the audit committee, the nomination and 
remuneration committee is not required to consist of non-executive directors. 
This deficiency is partially remedied by Article 13 (c). 
E. Corporate Governance Regulations’ New Elective Provisions: 
“Comply or Disclose.” 
     A critical matter concerning all elective provisions in the Corporate 
Governance Regulations are certain provisions with which publicly-traded 
corporations must comply or explain why they elect not to comply. This is 
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unique to Saudi corporate law, as contrasted to corporate law in the United 
States.
591
  
     Concerning elective provisions, it is the apparent belief of the Capital 
Market Authority that the presence of this disclosure requirement will 
encourage listed corporations to comply with such provisions. This belief is 
apparently based on the assumption that all corporations wish for their 
shareholders and the public to hold a positive image of them. An image that 
applies best corporate governance practices is an important step to attain 
shareholder and public trust, which in turn leads to investment. In short, 
market discipline. 
     The final part of section  II. G. 6 covers corporate governance rules that 
technically are elective but which are mandatory in effect because, as 
discussed above if a company chooses not to follow them, it must disclose that 
fact in its annual board of directors report and explain why it has not 
implemented them. 
     The followings are examples of important new rules in the Corporate 
Governance Regulations: 
1. The rule under Article 4 (b) is largely a broad, general provision which does 
not appear to impose any requirements not otherwise existing under the 
Companies Act. However, in some respect it is more specific. For example, 
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 There are exceptions to the statement in text. For example, section 407 (a) of the Sarbanes-
Oxley Act directs the SEC to adopt rules that require publicly-traded companies to disclose 
whether their audit committee has at least one member who is a financial expert, and if not, 
the reasons why not. Similarly the SEC amended Regulation S-K to require issuers to disclose 
whether they have an internal procedure to monitor risk, and if not, the reasons why not. 
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Article 4 (b) affirmatively requires a corporation to use “the most effective 
means of communicating with shareholders.” This terminology, while 
imposing a specific requirement, is sufficiently generic to be able to evolve 
with advances in technology. 
2. As discussed above in this Conclusion, Article 5 (f) is an important new 
shareholders’ right, which requires the board of directors to include on the 
agenda for shareholders meetings “one or more items” requested to be so 
included by any shareholder holding at least 5% of the corporation’s shares.  
3. Article 5 (h) Requires that “Matters presented to the General Assembly 
shall be accompanied by sufficient information to enable shareholders to make 
decisions.”  
4. Article 6 (b) requires the use of accumulative voting for the nomination of 
board members in the general assembly. It is noted that this newly recognized 
right is consistent with the proposed amendment to the Companies Act that 
would make the right to vote cumulatively mandatory in all Saudi 
corporations. Cumulative voting is fundamental to the protection of minority 
shareholders, because it increases minority shareholders’ chances to have 
someone of their choice serve on the board of directors, which in turn may 
help in preventing their exploitation. 
5. It is the apparent intent of paragraph (a) of Article 7 that a corporation is 
required to have a “clear policy” concerning the possibility of distributing 
profits in excess of what are the minimum requirements. It is also noted that 
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shareholders are to be informed of such policy during the general assembly, 
and there is to be reference to this policy in board of directors’ report. 
     Shareholders, as the corporation’s residual claimants, have keen interest in 
the success of the corporation and high returns on their investment. The 
Corporate Governance Regulations require the board of directors to lay down 
a clear policy regarding distribution of dividends in a way that serves both the 
interest of the corporation and its shareholders. 
6. Paragraph (d) of Article 12 which prohibits the chairman of the board of 
directors from holding any other executive position, is new to the law of Saudi 
Arabia and reverses that portion of Article 79 of the Companies Act that 
permits the same person to act as chairman and managing director. The 
apparent purpose of this rule is to reduce the influence of management on the 
board of directors. 
7. Article 13 (c) provides that: 
A sufficient number of the non-executive members of the Board 
of Directors shall be appointed in committees that are concerned 
with activities that might involve a conflict of interest, such as 
ensuring the integrity of the financial and non-financial reports, 
reviewing the deals concluded by related parties, nomination to 
membership of the Board, appointment of executive directors, and 
determination of remuneration. 
 
     The high significance of the presence of non-executive board members, as 
discussed above in  II. G. 6. b. (1) on page 171, is to reduce the influence of 
management on the board of directors. This significance is codified in 
paragraphs (c) and (e) of Article 12, which require that a majority of the board 
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consist of non-executive directors and that at least one-third of the directors be 
independent. It follows that such importance extends especially to the 
mandated audit and nomination and remuneration committees of the board of 
directors and also to others that are concerned with activities that might 
involve a conflict of interest. Article 13 (c) accomplishes this result. 
F. Disclosure-Transparency. 
 
     Articles 8 and 9 of the Corporate Governance Regulations impose 
disclosure and transparency requirements in addition to those previously 
existing under the Companies Act of 1965, the Capital Market Law of 2003 
and the Listing Rules.
592
 As so supplemented, the disclosure requirements 
under Saudi law are similar to comparable provisions under federal securities 
laws in the United States as discussed above at Public Offer,  II. C. 3. c on page 
53. 
G. Major advancements.  
 
      The reforms discussed in this paper are major advancements that will 
significantly bolster Saudi economic growth by increasing the attractiveness 
of its publicly- traded companies as investments while at the same time 
creating a favorable climate for the growth of privately-held businesses. 
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 In Addition, the Listing Rules require continuous reporting obligations similar to those 
imposed by section 13 of the Securities Exchange Act of 1934. 
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http://www.mofa.gov.sa/Detail.asp?InSectionID=1726&InNewsItemID=3447
7  
 
Saudi Ministry of Petroleum and Mineral Resources available at 
http://www.mopm.gov.sa 
 
Saudi Organization for Social Insurance (GOSI), Saudi Arabia, available at 
http://www.gosi.gov.sa/intro.shtml?p=6 
 
Saudi Public Pension Agency, Saudi Arabia, available at 
http://www.pension.gov.sa 
 
Saudi Stock Exchange (Tadawul) available at www.tadawul.com.sa  
 
World Trade Organization available at http://www.wto.org  
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APPENDIX I 
A. The following are an official translation to the existing Companies 
Act, which has been updated to a certain time, the Capital Market 
Law and the Corporate Governance Regulations. 
Amendments to the existing Companies Act that are not included 
in the text of the official translation to the Companies Act and the 
translation of relative amendments that have taken place after the 
cutoff date for material discussed in the text of this dissertation; 
are included in B.  
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B. Relative Updates to Saudi Law 
The following are later amendments to the existing Companies Act that 
are not included in the text of the official translation to the Companies 
Act and translation of relative amendments that have taken place after 
the cutoff date for material discussed in the text of this dissertation;  
 
     1. The following are later amendments to the existing Companies Act 
that are not included in the text of the official translation to the 
Companies Act; however, minor or out of the scope of this paper 
amendment, will not be subject to translation by author. 
     Amendment based on Royal Decree number M/22 7/20/1412H                    
( January1992) G), Articles 10, 52, 76, 77,168,180 210, 231 and 108; 
However, Amendment to Articles 168 and 180, relates specifically to limited 
liability partnership and, therefore, are out of the scope of this paper. 
     Current Article 10 would be translated as follows [translation by author] 
     Save in the case of a joint adventure, a company's 
memorandum of association must be recorded in writing in the 
presence of a registrar. Otherwise, such memorandum or 
amendment shall not be valid vis-à-vis third parties.  
     The partners may not invoke the invalidity of the 
memorandum, or any amendment thereto that was not recorded in 
the above manner, against third parties, but the latter may invoke 
it against the partners.  
     The managers or the directors of a company shall be held 
jointly responsible for damages sustained by the company, or the 
partners, or third parties, as a result of failure to record the 
memorandum of association.  
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     Article 52 has also been previously amended by Royal Decree M/23 on 
6/28/1402 H (21 May 1982); current Article 52 would be translated as follows 
[translation by author]: 
     The following corporations may be incorporated only by virtue 
of an authorization issued in a Royal Decree based on the 
approval of the Council of Ministers and the recommendation of 
the Minister of Commerce, with due regard to the provisions of 
the Regulations:  
(a) Concessionary companies.  
(b) Companies managing a public utility.  
(c) Companies receiving subsidy from the Government.  
(d) Companies in which the Government or any other public 
juristic person participates with exception to the Public Pension 
fund (Public Pension Establishment) and the General Organization 
for Social Insurance. 
(e) Companies engaged in banking activities.  
     Other corporations may be incorporated only by authorization 
to be issued by the Minister of Commerce and published in the 
Official Gazette. The Minister of Commerce Shall issue said 
authorization only after he has reviewed a study proving the 
economic feasibility of the company's objectives, unless the 
company has submitted such study to another competent 
government agency that has authorized the establishment of the 
enterprise. 
     The application for such authorization shall be signed by at 
least five members (of the company) and submitted in the manner 
to be prescribed by a decision of the Minister of Commerce  
     The application shall state the manner of subscription for the 
company's capital, the number of shares reserved by the founders 
to themselves and the amount subscribed by each founder. 
Annexed thereto shall be a copy of the company's memorandum 
of association and bylaws both signed by the- incorporators and 
other founders.  
     The said application shall be recorded in the register kept for 
the purpose by the General Department of Companies.  
     The said General Department may request that alterations be 
made in the company's bylaws so as to be consistent with the 
provisions of [this Act/ the Companies Act] or conformable to the 
standard from referred to in Article 51. (alteration to the original 
in the quoted text) (emphasis added). 
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     Article 76 of the existing Companies Act provides: 
     Directors shall be jointly responsible for damages to the 
company, or the stockholders, or third parties, arising from their 
maladministration of the affairs of the company, or their violation 
of the provisions [this Act/ the Companies Act] or of the 
company's bylaws. Any stipulation contrary to this provision shall 
be considered nonexistent. 
 
     (Joint) Liability shall be assumed by all directors if the 
wrongful act arises from a resolution adopted by unanimous vote. 
But with respect to resolution adopted by majority vote, dissenting 
directors shall not be liable if they have expressly recorded their 
objection in the minutes of the meeting.  Absence from the 
meeting at which such resolution is adopted shall not constitute 
cause for relief from liability, unless it is established that the 
absentee was not aware of the resolution, or, on becoming aware 
of it, was unable to object to it.  
 
     A liability action shall not be barred by regular meeting’s 
[regular general assembly’s] approval to exonerate the board of 
directors.  
     The liability action shall not be heard after the end of three 
years from the discovery of the wrongful act. (alteration to the 
original in the quoted text). (emphasis added) 
 
     Current Article 77, [last paragraph in previous Article 77 was omitted], the 
Article would read: 
     The company may institute an action in liability against (its) 
directors for wrongful acts that cause prejudice to the body of 
stockholders. The resolution to institute this action shall be made 
by the regular general meeting, which shall appoint a person (or 
persons) to pursue the case on behalf of the company.  
     If the company is adjudged bankrupt, the institution of this 
action shall rest with the receiver, and upon the dissolution of the 
company, the liquidator shall (institute and) pursue the case after 
obtaining the approval of the regular general meeting. 
 
     Current Article 210 would provide as follows [translation by author]:  
     A company may convert into any of the other kinds of 
companies by virtue of a resolution adopted in the manner 
prescribed for the alteration of the company's memorandum of 
association or bylaws, and subject to fulfillment of the formation 
and publication requirements (prescribed) for the particular kind 
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of company into which it has been converted. However, a 
cooperative company may not convert into another kind of 
company, but any other (kind of) company may convert into a 
cooperative company. The Article 100 provision shall apply to the 
company’s stockholders when converted to a corporation or a 
partnership limited by shares, nevertheless, the period of 
suspension shall start from the date of the approval to convert the 
company but if the conversion is accompanied by an increase in 
its capital by way of public subscription, the suspension does not 
apply to those shares subscribed to by this way (public 
subscription). (emphasis added) 
 
     Current Article 231 [translation by author] 
     When inability to institute a liability action on who has 
committed one of the violations prescribed in the two preceding 
Articles and the competent authority filed an action on the 
company, it is permissible to rule against the company the fine 
prescribed for the violation. 
     In cases of repetition (of an offense), the penalties prescribed 
in the preceding two Articles shall be doubled. 
 
     Current Article 108 [previous Article 108 is now considered 108 (1) and 
two additional new paragraphs, (2) and (3), are added. Article 108 would be 
translated as follows [translation by author]: 
1- A stockholder shall be vested with all the rights attached to shares, 
specifically the right to obtain a share in the profits declared for 
distribution, the right to obtain an equity in the company's assets upon 
liquidation, the right to attend stockholders meetings and participate in 
the deliberations and vote on the resolutions (proposed) thereat, the 
right to dispose of his shares, the right of access to the company's 
books and documents, and the right to supervise the acts of the board 
of directors, to institute the action in liability against the directors, and 
to contest the validity of the resolutions adopted at stockholders 
meetings, in accordance with the terms and restrictions set forth in 
[this act/ the Companies Act] or in the company's bylaws. 
 
2- The corporation based on a provision in its bylaws and after approval 
of the Minister of Commerce and subject to the grounds specified by 
him may issue preferred shares that do not entitle holders to vote (in 
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shareholders meetings) and may not exceed 50% of its capital and 
those mentioned shares entitles holders in addition to the right to share 
in the net profits distributed to common shares what follows:- 
 
(a) the right to receive a certain percentage of the net profits of not less 
than 5% of the nominal value of shares (par value), after putting aside 
statutory reserve (legal reserve) and before any distribution to 
corporation’s profits. 
 
(b)  (the right to have) a priority in the recovery of the value of their 
shares in the capital upon the liquidation of the corporation and to 
obtain a certain percentage in the result of liquidation. 
     The corporation may purchase those shares in accordance with the 
manner and grounds stated in its bylaws but the bylaws must not 
contain any provision forcing a shareholder to sell his/her shares, these 
shares do not count towards calculating the required quorum for the 
corporation’s general assembly prescribed in Articles “91,92.” 
 
3- In the absence of distribution of dividends for any fiscal year, 
dividends are not permitted to be distributed for the following years, 
until payment of the percentage mentioned in paragraph “2” above, to 
shareholders holding the non-voting shares for this year and if the 
corporation fails to pay this percentage of profits for a period of three 
consecutive years, it is permissible for the special assembly of holders 
of such shares convened in accordance with the provisions of Article 
“86”, to decide whether they attend meetings of the corporation 
general assembly and participate in the voting or to appoint 
representatives of them on the board of directors which in agreement 
with their shares value in the capital until the corporation is able to pay 
the entire amount of priority profits allotted to holders of those shares 
for the preceding years. (alteration to the original in the quoted text). 
     Amendment based on Royal Decree number M/29 on 9/16/1418H               
(January 1998), Article 79 
 
     Current Article 79 [which Article has been previously amended, the latter 
of which is by Royal Decree M/46 on 7/04/1405 H (March 1985); current 
Article 79 would be translated as follows [translation by author] 
     Subject to the provisions of the company's bylaws, the board of 
directors shall appoint from among its members a chairperson and 
a managing director. A single director may hold the offices of 
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chairperson and managing director. The company’s bylaws shall 
specify the duties and powers of the chairperson and of the 
managing director as well as the special remuneration to be 
received by each of them in addition to the remuneration 
prescribed for board members. In the absence of any provisions in 
this respect in the company's bylaws, the board of directors shall 
divide the duties and powers and their special remuneration. 
     The board of directors shall appoint a secretary from among its 
members or others, and shall determine his duties and powers and 
fix his remuneration, if the company's bylaws do not contain any 
provisions in this respect. The term of office of the chairperson, 
the managing director, and the secretary who is a director shall not 
exceed the term of their respective directorships. They may be re-
appointed, unless the company’s bylaws provide otherwise. The 
board may, at all times, remove all or any of them, without 
prejudice to their right to damages if the removal is made without 
acceptable justification or at improper time. 
 
     Latter Amendment based on Royal Decree number M/60 on 7/03/1428H 
(July 2007), Articles 158 and 180, and Royal Decree number M/32 on 
06/20/1429H (June 2008), Article 157, relates specifically to limited liability 
partnership and, therefore, are out of the scope of this paper. 
 
     The Council of Ministers has issued a resolution under which a person may 
not be appointed to more than five listed corporations’ boards at one time, 
with any excess serving on over five listed corporations being deemed a 
nullity.
593 
 
Similar to the previous limitation, the limitation does not apply to the state, 
public judicial persons [entities], corporations and those persons appointed by 
the government) under which there is no limitation on the number of board of 
directors where these entities may be represented on. 
  
                                                 
593
 In 8/22/2011 to amend the applicability of Council of Ministers’ resolution number (55) on 
02/28/1419H, 06/22/1998 AD 
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     2. Revisions to the second proposal to the Companies Act included in 
the Shura Council’s proposal which proposal has been ratified by the 
Shura Council in session number13/10 on 04/15/1432H (04/20/2011); 
however, minor or out of the scope of this paper changes, which are also 
not many, are not noted here. 
a. [New] Article 76 (3), additional number is added to previous Article 76 (3) 
and (4), would provide as follows [translation by author]: 
  
     in all cases, the total of remuneration and material and 
financial benefits received by a member of the board of directors 
must not annually exceed 500,000 Saudi Arabian Riyal (SAR). 
 
b. Article 86 (2) would provide as follows [translation by author]:  
Every stockholder shall have the right to  attend shareholders’ 
general assemblies, even if the bylaws of the company provide 
otherwise, a stockholder may give proxy to another person other 
than a director or the company’s employees to attend the general 
meeting on his behalf. (emphasis added). 
 
c. [New] Article 105 (4), additional number is added to previous Article 105 
(4),  
the Chairman [Chairman of the Board of the Capital Market 
Authority] after agreement with the Minister [Minister of 
Commerce and Industry]  must lay down a regulation that specify 
criterion for estimating the issuance premium [the issuance of 
shares for greater than the par value]. (alteration to the original in 
the quoted text). 
d. Article 121, a new Article, an additional number is added to each previous 
numbering of Articles of the second proposal to the Companies Act as 
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follows, starting with previous Article 121, now number 122, this also lead to 
changes in reference to these Articles by other provisions of Articles of the the 
same proposal.]  
the company must consider the Shariah rules on debt when issuing 
and when trading debt instruments. 
     3. On 12/3/1432H (10 /30/2011), the Board of the Capital Market 
Authority issued Resolution No.(1-33-2011) making paragraph (b) in 
Article Ten of the Corporate Governance Regulations (laying down rules 
for internal control systems and supervising them as part of the main 
functions of the board of directors) mandatory as of 
1/1/2012. 
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APPENDIX II 
 
tables 
 
     The following tables show respectively estimates of Saudi population by 
gender in Saudi Arabia during the years 2004-2009, the total fertility rate in 
Saudi Arabia during the years 2004-2009, Saudi Labor Force ( 15 Years and 
Over ) by gender (1999-2008) and the Saudi unemployed rate by gender (1999 
- 2008). 
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This information is available at Saudi Arabia’s Central Department of Statistics and 
Information website http://www.cdsi.gov.sa/socandpub/resd (last visited 11-08-2010); the 
Central Department of Statistics (CDS) is subordinated to the Ministry of Economy & 
Planning. CDS is considered the sole official statistical reference in the Kingdom for 
implementing and applying the General Statistics System as well as providing governmental 
agencies, public and private organizations and individuals with official statistical information 
and data. A translation of Article 2 of the General Statistics law is available at 
http://www.cdsi.gov.sa/english/index.php?option=com_content&view=article&id=30&Itemid
=29(last visited 11-08-2010);  
Sector of statistics and information in the Kingdom of Saudi Arabia consists of 
the Central Department of Statistics and Information (Central Agency for 
Statistics) and multi Suit of statistical centers and units formed within the 
administrative structures of government agencies and some private sector 
institutions under a technical supervision done by the Department of Statistics 
and Information (CDSI). CDSI (Central Agency for Statistics) draws out its 
statistical information from two main sources representing the core of national 
statistics system, namely:  
1. General statistics of censuses, field surveys, research and statistical studies 
conducted by the CDSI. 
2. Administrative records (administrative data) derived from the records, 
bulletins and statistical reports issued by the statistical units and information 
centers in government agencies and institutions in its capacity as responsible 
for providing the service concerned. 
http://www.cdsi.gov.sa/english/index.php?option=com_content&view=article&
id=82&Itemid=29 (last visited 11-08-2010) 
359 
 
 
This information is available at Saudi Arabia’s Central Department of Statistics and 
Information website http://www.cdsi.gov.sa/socandpub/facomunty (last visited 11-08-2010). 
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This information is available at Saudi Arabia’s Central Department of Statistics and 
Information website 
http://www.cdsi.gov.sa/english/index.php?option=com_docman&task=cat_view&gid=85&Ite
mid=113 (last visited 11-08-2010) 
 
 
 
 
 
361 
 
 
 This information is available at Saudi Arabia’s Central Department of Statistics and 
Information website 
http://www.cdsi.gov.sa/english/index.php?option=com_docman&task=cat_view&gid=85&Ite
mid=113 (last visited 11-08-2010). 
  
362 
 
APPENDIX III 
 
The following tables and bar graphs about the Saudi Capital Market illustrate 
various information related to topics discussed in this paper.  
 
A. Total Amount of Securities Offerings by Type in 2010 and 2011. 
 
Capital Market Authority, Annual Report 2011, P26 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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B. Total Amount of Securities Offerings by Type in 2010 and 2011 (Bar 
Graph.) 
Capital Market Authority, Annual Report 2011, P27 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
364 
 
 
C. Number of Individual Subscribers to IPOs by Subscription Channel in 2010 
and 2011. 
  
 
Capital Market Authority, Annual Report 2011, P35 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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D. Number of Boards’ Seats in Listed Companies by Membership Type as in 
Boards of Directors’ Reports for 2009 and 2010. 
 
 
 
Capital Market Authority, Annual Report 2011, P82 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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E. Number of Audit Committees’ Seats in Listed Companies by Membership 
Type as in Boards of Directors’ Reports for 2009 and 2010. 
 
 
Capital Market Authority, Annual Report 2011, P85 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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F. Number of Listed Companies Having Nomination and Remuneration 
Committees as in Board Reports for 2009 and 2010. 
 
 
Capital Market Authority, Annual Report 2011, P87 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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G. Condensed and Detailed Financial Statements Reviewed and Posted in 
Tadawul Website in 2010 and 2011. 
 
 
Capital Market Authority, Annual Report 2011, P70 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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H. List of Companies that Increased/Decreased their Capital during 2011. 
 
 
Capital Market Authority, Annual Report 2011, P33 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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I. Number of Shares of Companies that Increased/Decreased their Capital 
during 2011. 
Capital Market Authority, Annual Report 2011, P34 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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J. Stock Market Trading Statistics in 2011 vs. 2010. 
 
 
 
Capital Market Authority, Annual Report 2011, P41 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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K. Number of Announcements Posted on the Saudi Stock Exchange 
(Tadawul) Website Classified by Type in 2010 and 2011. 
 
 
Capital Market Authority, Annual Report 2011, P74 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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L. Total Number of Supervisory Visits to Listed Companies in 2010 and 2011. 
 
 
Capital Market Authority, Annual Report 2011, P76 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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M. Status of Complaints Received by the Capital Market Authority at the End 
of 2010 and 2011. 
 
 
Market Authority, Annual Report 2011, P93 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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N. Number of Violation Cases of the Capital Market Law Classified by Type 
at the End of 2010 and 2011. 
 
 
Capital Market Authority, Annual Report 2011, P102 Available at 
http://www.cma.org.sa/en/Publicationsreports/Pages/AnnualReport.aspx (last visited 
09/23/2012) 
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APPENDIX IV 
 
     Some Articles to illustrate the different in reference to 
the Articles and bylaws between the translation to the 
Companies Act and that of the Corporate Governance 
Regulations  
 
Under the Corporate Governance Regulations: 
 
Article 4: Facilitation of Shareholders Exercise of Rights and Access to 
Information 
 
a) The company in its Articles of Association and by-laws ( النظام األساس للشركة
 shall specify the procedures and precautions that are necessary (ولوائحها الداخلية
for the shareholders’ exercise of all their lawful rights. (alteration to the 
original in the quoted text). (emphasis added) 
 
Article 11: Responsibilities of the Board 
 
a) Without prejudice to the competences of the General Assembly, the 
company’s Board of Directors shall assume all the necessary powers for the 
company’s management. The ultimate responsibility for the company rests 
with the Board even if it sets up committees or delegates some of its powers to 
a third party. The Board of Directors shall avoid issuing general or indefinite 
power of attorney. 
b) The responsibilities of the Board of Directors must be clearly stated in the 
company’s Articles of Association. )نظام الشركة األساس( 
 
**** 
h) The Board of Directors shall not be entitled to enter into loans which spans 
more than three years, and shall not sell or mortgage real estate of the 
company, or drop the company's debts, unless it is authorized to do so by the 
company’s Articles of Association (نظام الشركة) . In the case where the 
company’s Articles of Association (نظام الشركة) includes no provisions to this 
respect, the Board should not act without the approval of the General 
Assembly, unless such acts fall within the normal scope of the company’s 
business. (alteration to the original in the quoted text). (emphasis added) 
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Under the Companies Act:  
 
Article73 of the Companies Act provides: 
 
With due regard to the prerogatives vested in the general meeting, the board of 
directors shall enjoy full powers in the administration of the company. It shall 
be entitled, within the scope of its competence, to delegate one or more of its 
members or others to perform an act or certain acts.  
     Nevertheless, the board of directors may not contract loans for terms 
exceeding three years, or sell or mortgage the real property or the place of 
business of the company, or release the debtors of the company from their 
liabilities, unless so authorized in the bylaws of the company)نظام الشركة(  and 
subject to the terms set forth therein. 
     If the company's bylaws )نظام الشركة( do not contain any provisions in this 
connection, the board may perform the above acts with an authorisation form 
the regular general meeting, unless such acts fall by virtue of their nature 
within the scope of the company's objects. (alteration to the original in the 
quoted text). (emphasis added) 
 
Under the Corporate Governance Regulations: 
 
Article 12 (a): Formation of the Board 
 
Formation of the Board of Directors shall be subject to the following: 
a) The Articles of Association )نظام الشركة( of the company shall specify the 
number of the Board of Directors members, provided that such number shall 
not be less than three and not more than eleven. (alteration to the original in 
the quoted text). (emphasis added) 
 
Under the companies Act with some differences: 
 
Article 66 of the Companies Act provides in part:  
A corporation shall be administered by a board of directors whose number 
shall be specified by the bylaws )نظاام الشاركة( of the company, provided it is not 
less than three. (alteration to the original in the quoted text). (emphasis added) 
 
Under the Corporate Governance Regulations: 
Article 12 (b): Formation of the Board 
 
b) The General Assembly shall appoint the members of the Board of 
Directors for the duration provided for in the Articles of Association  نظام(
 of the company, provided that such duration shall not exceed three (الشركة
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years. Unless otherwise provided for in the Articles of Associationنظام الشركة( ) 
of the company, members of the Board may be reappointed. (alteration to the 
original in the quoted text). (emphasis added) 
 
Under the Companies Act with some differences: 
Article 66 of the Companies Act provides in part:  
A corporation shall be administered by a board of directors whose number 
shall be specified by the bylaws )نظام الشركة( of the company, provided it is not 
less than three.  
     The regular general meeting shall appoint the directors for the term 
specified in the company bylaw's, which shall not exceed three years.  
" [sic] The Council of Ministers may determine the number of boards of 
directors on which a director may serve" [sic] 
Directors, however, shall always be eligible for re-appointment, unless the 
company bylaws )نظام الشركة( provide otherwise. (alteration to the original in 
the quoted text). (emphasis added) 
 
Under the Corporate Governance Regulations: 
Article 12 (f): Formation of the Board 
 
f) The Articles of Association )نظام الشركة( of the company shall specify the 
manner in which membership of the Board of Directors terminates. At all 
times, the General Assembly may dismiss all or any of the members of the 
Board of Directors even though the Articles of Association)نظام الشركة( provide 
otherwise. (alteration to the original in the quoted text). (emphasis added) 
 
Under the Companies Act:  
 
Article 66 of the Companies Act provides in part:  
The company bylaws )نظام الشركة( shall specify the manner of retirement of 
directors; but the regular general meeting may, at any time, remove all or any 
of the directors even if the company's bylaws)نظام الشركة( provide otherwise 
(alteration to the original in the quoted text). (emphasis added) 
 
Under the Corporate Governance Regulations: 
Article 12 (i): Formation of the Board 
i) Judicial person who is entitled under the company’s Articles of 
Association)نظام الشركة( to appoint representatives in the Board of Directors, is 
not entitled to nomination vote of other members of the Board of Directors. 
(alteration to the original in the quoted text). (emphasis added) 
 
Article 17 provides as follows: 
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The Articles of Association of the company )نظام الشركة( shall set forth the 
manner of remunerating the Board members; such remuneration may take the 
form of a lump sum amount, attendance allowance, rights in rem or a certain 
percentage of the profits. Any two or more of these privileges may be 
conjoined. 
 
Under the Companies Act:  
Article 74 of the Companies Act provides: 
 
The company's bylaws )نظام الشركة( shall specify the manner of remunerating 
directors. Such remuneration may consist of a specified salary, or of an 
attendance fee for the meetings, or of material benefits, or of a certain 
percentage of the profits, or of a combination of two or more of these benefits. 
     If, however, such remuneration represents a certain percentage of the 
company's profits, it must not exceed 10% of the net profits after deduction of 
expenses, depreciations, and such reserves as are determined by the general 
meeting pursuant to the provisions of [this act] or of the company's bylaws, 
and after distribution of a dividend of not less than 5% of the company's 
capital to stockholders. Any determination ( of remuneration ) made in 
violation of this (provision) shall be null and void.  
The board of directors' report to the regular general meeting must include a 
comprehensive statement of all the amounts received by directors during the 
financial year in the way of emoluments, share in the profits, attendance fees, 
expenses, and other benefits, as well as of all the amounts received by the 
directors in their capacity as officers or executives of the company, or in 
consideration of technical, administrative, or advisory services. (alteration to 
the original in the quoted text). (emphasis added) 
 
Under the Corporate Governance Regulations: 
Another usage of the word by-laws in the Corporate 
Governance Regulations 
Article 13 provides in part: 
 
a) A suitable number of committees shall be set up in accordance with the 
company’s requirements and circumstances, in order to enable the Board of 
Directors to perform its duties in an effective manner. 
b) The formation of committees subordinate to the Board of Directors shall be 
according to general procedures laid down by the Board, indicating the duties, 
the duration and the powers of each committee, and the manner in which the 
Board monitors its activities. The committee shall notify the Board of its 
activities, findings or decisions with complete transparency. The Board shall 
periodically pursue the activities of such committees so as to ensure that the 
activities entrusted to those committees are duly performed. The Board shall 
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approve the by-laws )لوائح عمل( of all committees of the Board, including, inter 
alia, the Audit Committee, Nomination and Remuneration Committee. 
(alteration to the original in the quoted text). (emphasis added) 
